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Accounting Aspects in Relation to Price Control 


* By M. E. McCarruy, A.F.1 Assistant Prices Commissioner. 
_ (Being an address delivered to me ie rs of the Canberra branch of the 
Commonwealth Institute of Accountants.) 


Although at first I was somewhat overawed at the title of the subject 
dlotted to me for discussion to-night, I found on closer examination that in 
is indefiniteness it has given me plenty of scope to wander from place to 
Place at leisure. I have not been pinned down to any particular phase of the 
sibject and I’ propose to take full advantage of the licence to ramble. The 
field is so large and the complexities so numerous that I cannot hope to cover 
@erything, and I will therefore attempt to confine my remarks to first 
pinciples rather than to enter into any long discussion on details. If later 
m there should be questions on detail there will be enough price control 
mcountants in the gathering to assist me with the answers. 


Rélationship of Accountancy to Price Control 
It is my first purpose to bring into relief the relationship between 
fcountancy and price control, and for this reason it is necessary to give a 
bef history of price control. This will show. that accountancy was made 
the central feature of the system, and that price control relied upon accountants 
a much as upon directorates to make the scheme workable. In our first 
ive for staff we looked principally for accountants to form the framework 
i the organisation. We knew they would be necessary to operate the svstem 
H control that was contemplated. 
History of Price Control 
You will remember that when the responsibility for price control was 
manded over to Professor Copland he was given no charter or basis upon 
hich to work; he was told merely to devise and operate a system of effective 
ntrol. In the first few months many systems were examined and it was 
iecided finally to adopt a method which would enable him to make the best 
of orthodox methods of trading and accounting. In October, 1939, 
Maders were told that they could adjust prices to take care of increased 
, by adding to costs of individual lines the percentage gross profit 
largins they had been accustomed to add before the war. Thus the 
mounts of a trader whose business remained normal would be expected to 
how during the war years a gross profit margin no greater than the pre-war 
ui rgin. The fact that some traders did not observe this rule resulted in 
Meir declaration and in the introduction of a stricter form of control. 
fountants were thus given in the early stages a formula upon which to 
ok and a method that they could test at any time. 
e first change in principle affecting traders’ accounts came with increases 
es tax and concerned retailers only. They were allowed their normal 
8S profit percentage margin on all sales tax up to 10%. The balance had 
passed on without any addition for profit. This would have the effect of 
Making a slight reduction in the overall gross profit percentage margin. The 
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second change came when pay-roll tax was introduced and employers y 
told to absorb it. This was the general rule but it was always. open tg 
individual traders whose labour costs were important to apply for variatiog 
or for a special decision. Where traders—particularly manufacturers~ 
included the pay-roll tax in their manufacturing accounts, the percentage 
gross profit at the end of a period of trading should have been lower than 
the basic percentage. Where the tax was cared for in the Profit and Loss 
Account the gross profit percentage margin was not affected. In April, 1942 
a halt was called to the use of the basic percentage margin as a means of 
ascertaining prices. There was then a change-over to money margins, 
Obviously the use of a money margin of gross profit when costs were rising 
reduced the percentage margin. This should have been reflected in the 
accounts. In April, 1943, maximum prices were pegged at the ceilings in 
operation at that time. The general effect of the ceiling price order which 
came into operation when costs were still rising would have been further to 
reduce the percentage gross profit margins. 

These have been the priucipal changes in price control procedure. I have 
purposely connected the changes with the gross profit margins in a trader's 
accounts to give a general picture of what might have been expected from 
the changes. It is all very simple. We reach the conclusion that the accounts 
of traders in 1944, for example, should, if they had observed price control 
principles and regulations, have shown a lower gross profit margin than in 
1939. 

I want you to accept this for the time being as a general conclusion only. 
Whilst these orders were having one effect on the gross profit margin there 
were contra forces having quite the opposite effect. I will mention one. A 
good deal of cheap Japanese cotton piece goods was normally sold in big 
quantities at a low mark-up. Its place was taken by British cottons which 
normally carried a higher mark-up. A trader who had ‘switched over from 
Japanese to British goods would thus show a higher percentage gross profit 
margin at the end of the year and still not infringe price control principles. 

This brief history of the main changes in price control shows how in the 
initial stages price control was grafted on to the accountancy system. Further- 
more, it shows—and I want to leave this thought in your minds—that asa 
general rule any trader who observed price control principles should not have, 
in any of the years of control, accounts showing gross profit at a percentage 
higher than that taken in the basic year; the present percentage should actually 
be lower. With these general remarks I would like to leave gross profit for 
a while and say a few words about net profit. 


Profits and Prices 

We have been told time and time again by traders and by busybodies that 
the function of the Prices Commissioner is to fix prices and that he has no 
concern with profits; furthermore, that there is no advantage in obtaining 
high profits because the Taxation Department has developed a very satit 
factory method of separating traders from them. Dealing with the latter 
contention first, I would say that it is the function of the Prices Commissioner 
to fix reasonable prices and so to keep down costs and cost of living. Itis 
no answer to say that the Taxation Commissioner will take care of higher 
profits. If that were the only objective there would be no need for price 
control. We would have inflation in its worst form in no time. In a perfet 
system of price control there would be no need for the Taxation Department 
to tax excess profits because prices would not rise to a level that would make 
excess profits possible. The main defect in the system of price control that 
relied mainly on the gross profit margin was that it did not automatically 
care for the trader whose turnover increased because of war conditions. 
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Taxation Department performed a useful function here and also with con- 
tractors to the Government, who operated on prices which were usually fixed 
by other authorities. 

"The answer to the contention regarding prices and profits is very simple. 
The elements of any price are costs and profits. Costs in an efficiently 
conducted trading concern can be accepted as fixed and inelastic, in the sense 
that they are not affected by a raising or lowering of price. The elastic 
element of price is profit. If the price fixed is too low the profit suffers; if it 
is too high the profit expands. Hence you cannot alter a price up or down 
without affecting profit. There must be some yardstick for measuring the 
reasonableness or otherwise of a price. That yardstick is the profit it returns. 
Again there must be some yardstick for measuring the reasonableness or 
otherwise of the profit per unit. That yardstick is the profit in relation to 
funds employed. And here we get to one of the most important points in 
this discussion. 

3ecause the cost element in any price is usually governed by factors outside 
price control it can almost be said that the only element of a price controlled 
by the Prices Commissioner is the profit element. In actual practice an 
important part of the task of the Prices Branch is the supervision of costs 
to guard against inefficiency and extravagance. These are squander bugs 
that are as damaging to the price level as the profiteer and they have to be 
exterminated just as ruthlessly. 

The yardstick for measuring profit per unit is, as I have said earlier, the 
profit on funds employed. The profit on funds employed, or the net profit, 
is the residue from gross profit after deduction of the expenses normally 
cared for by the Profit and Loss Account. It follows then that the key to the 
net profit is the gross profit that a trader is allowed to add to cost. 

Considering the hundreds of thousands of commodities and services sold 
in Australia daily, how does the Prices Commissioner know or determine the 
proper amount of gross profit to be added to each? The answer is that when 
price control commenced he did not know, but he said to traders, “Use the 
gross profit margin you were accustomed to use in the days of freedom from 
control and in the days of open competition; that and no more.” At the 
same time the Commissioner reserved the right to vary gross profit margins 
up or down as circumstances necessitated. In the process of fixing prices 
during nearly five years the Commissioner has accumulated a wealth of 
information about gross profit margins in all sorts of commodities sold by 
all types of traders and he is now in a position where he can fix almost 
immediately a reasonable gross profit margin for any class of goods. 

Price control, however, has not developed solely on these lines. The 
tendency has been more and more to deal with individual concerns and to 
control prices by a simple but comprehensive scheme of profit targets. This 
system enables us to say to selected traders, “Fix your own prices in accord- 
ance with certain principles that have been laid down but do it in such a 
manner that your overall gross profit at the end of the year does not exceed 
a certain rate. Keep your expenses under proper control and this gross 
profit will enable you to earn a reasonable net profit.” This is the most 
general form of overall control. Sometimes we fix a target of net profit 
before tax; sometimes net profit after tax; sometimes net profit per unit; 
sometimes net profit on turnover. All of these devices have their uses—and 
their defects—but the basis of all of them is the resultant net profit on funds 
employed. 


What is a Reasonable Profit? 


It is at this stage that accountancy comes into the picture. The ascertain- 
ment of profit on funds employed is a technical matter and one that presents 
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many complications. Before I go into details I will deal briefly with the 
question that is in many of your minds. What is a reasonable net profit on 
funds employed? There is really no single answer to that question. It all 
depends on circumstances, and each case must be dealt with separately. 
Factors that must be considered are: 


1. The nature of the business. 
Profit earned by other units-in the same class of business. 
Profits earned under open competition. 
Past profit history. 
Whether, if a joint stock company, share transactions have been based 
on stability of profits at a certain level. 
The hazards of the capital investment. 
General efficiency. 
Efficiency in the use of capital. 
Increasing turnover. 
10. Post-war prospects. 


These are only a few of the considerations that lead to a determination 
but they point to the definite conclusion that there is no fixed rate and that 
each case must be considered on its merits. This I might add is the experience 
of other countries that have given consideration to the same question. 

Prior to the introduction of price control very little had been done in 
Australia in the direction of measuring profits in relation to funds employed. 
Dividends are related to share capital and if a trading unit could borrow 
capital and make good use of it so as to swell the return on the paid up capital, 
so much the better. When mergers or absorptions were contemplated the 
only question of moment was, “How much will we get out of our investment ?” 
The earning capacity of funds actually employed has never been the subject 
of serious study. 

In my work as accountant to the Tariff Board I found it necessary for the 
purpose of ascertaining the profitability of industries to devise a system of 
measuring profits on funds employed. This svstem with a few refinements 
is the one in operation in the Prices Branch throughout the Commonwealth 
to-day. I would say that this system is not without some defects. You have 
to remember that the object is to devise a system which is fundamentally 
sound, which is simple in operation, and which can be applied to all industries 
great and small, irrespective of the method of accounting employed. It had to 
be one that would accomplish three things: 

First, it had to provide a satisfactory method of comparing the results, 
year by year, of one trader’s operations. 

Secondly, it had to furnish a means of comparing that trader’s results with 
the results of other traders in the same industry. 

Thirdly, it had to establish a basis for the comparison of one industry with 
all others. 

I believe it has accomplished these three thing's. 


Calculation of Funds Employed 

The first step is to define funds employed. My own definition is: “Money 
put into a business or retained in a business for the purpose of earning profits 
in the business.” This definition includes as funds employed: 

(a) Paid up capital. 

(b) Premiums on shares. 

(c) Reserves. 

(d) Debentures, 
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(e) Borrowed money. 

(f{) Balance of Profit and Loss Account undistributed. 
From the sum of these items are deducted: 

(a) Investments outside the business. 

(b) Fixed deposits. 

(c) Cash in bank if it is a large sum and is not being used. 

(d) In certain circumstances—goodwill. 

You will observe that the basis of calculation is the liabilities side of the 
balance sheet—not the assets side. The different methods of dealing with 
depreciation, for example, do not allow the acceptance of balance sheet 
valuations of assets, with any confidence. There is reasonable certainty in 
the calculation when it is based on liabilities. I might here add that our 
system has been examined, and has been open to criticism, by accountants 
from all over the Commonwealth, but no one has yet suggested a better one. 


Capital Variations 

To a body of accountants there is no need to elaborate these inclusions and 
exclusions in detail. There are, however, one or two items worth mentioning. 
The first is the date of computation of funds employed. As a general rule 
we take the capital at the commencement of the trading period. It is obvious 
nevertheless that the capital structure of a concern can vary considerably 
throughout the year. Capital might be added or withdrawn during the 
trading period. In these cases due allowances are made. There are many 
complications that involve departure from any general rule. I will instance 
one. 

Two competitive merchants, “A’’ and “B,” are servicing farmers who pay 
their accounts once a year when they get their returns from their crops. At 
the commencement of the trading period “A” shows, according to our 
calculations, funds employed amounting to £200,000. During six months of 
the year he may have to work on £100,000 overdraft and should therefore 
have this acknowledged in the calculation of funds employed. “B,” on the 
other hand, shows the same amount of funds employed—£200,000—but this 
is arrived at after deducting £100,000 shown in the balance sheet as a fixed 
deposit at the bank. Instead of borrowing like his competitor, “‘B” uses his 
own resources. He withdraws the money from fixed deposit during the six 
months of high pressure and returns it again when accounts are being paid. 
Allowance is also made for the use of this capital. 

I have deliberately introduced this illustration to show the difficulty of 
precise definition of funds employed, such as would be required if we were 
working to a statute. We must have freedom to deal with cases such as these, 
which though off standard are representative of ordinary business methods. 


Income Tax Provision ; 

A point which was for some time the subject of controversy was the method 
of dealing with the income tax provision. One view was that the income 
tax provision is a sum set aside to pay a debt to the Crown. As such it had 
no more right to be included as funds than an ordinary trading debt. In fact 
it had less right, because it was a priority debt. The opposite argument was 
that traders have been accustomed to pay that debt six or nine months after 
balancing date and had the use of those funds during that period. We yielded 
to this view. In this we gave something but as a contra we ignored claims 
for the inclysion as funds, profits that accrued during the trading period. 
This was a reasonable compromise. 
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Goodwill ak i 

A third debatable item is goodwill. Whilst the general rule is to exclude 
goodwill from funds employed, we make exceptions in cases where a business 
has changed hands and payment has been made in cash or shares for this 
asset. This is also subject to exceptions. A case illustrating an exception is 
that of an overseas company which had a branch in Australia. It was 
decided to convert the branch into a limited liability company, registered in 
Australia, of which the overseas company held all the capital. In the related 
agreements there was evidence that the subsidiary had given the parent 
company £100,000 in shares for goodwill. In this case there was no 
evidence of the value of goodwill. The parent company simply directed the 
subsidiary to include this amount. There was no evidence of valuation such 
as would have existed if the overseas company had sold to a separate entity. 
The value might have been £10,000 or £200,000 or it might have been 
nothing. The sum was disallowed. 

Our methods differ from the taxation methods of computing funds for 
purposes of excess profits tax. The Taxation Department is interested in 
income from all sources, including investments. We are interested only in 
the funds employed in providing the goods and services of which we control 
the prices. We have therefore to exclude capital not being used for this 
particular purpose. 


Calculation of Profits 

In the calculation of profits it follows that there must be certain adjust- 
ments to offset the capital adjustments. We do not, for example, include as 
profit any income earned from outside investments. Conversely, we do not 
allow as an expense the interest paid on borrowed money. If this money is 


to rank as funds employed it should not be any more entitled to be a charge 
against profits for interest than the paid up capital. 

The preparation of a comparative statement showing results year by year 
enables the investigating accountants to discern any changes that may be 
introduced for the purpose of deflating profits. Sometimes this takes the 
form of an increase in directors’ fees, an increase in depreciation, an increase 
in repairs and maintenance, and so on. Any abnormal increase in these or 
other items is investigated. Here it may be desirable to say a word about 
depreciation. Our general rule is to allow only the amount of depreciation 
allowed by the Taxation Department. It is something of a compliment to the 
Taxation Department to say that the department’s basis is usually accepted 
without question. There are occasional circumstances when more is allowed. 
Some industries have installed plant to produce during war time a commodity 
that was normally imported. The plant will be useless or almost useless after 
the war when importations are resumed. Arrangements might be made to 
amortise this plant over a period of three or five years. 

The need for controlling the profit element in price is fundamental. 
Whether this control operates with or without a scheme of overall control, it 
supplies the reasons for our examination of traders’ accounts. I have shown 
why our examination follows particular lines and some details of the methods 
that are adopted. It would be impossible to deal with each point in great 
detail because each set of accounts presents a different set of problems which 
have to be dealt with in accordance with the main principles I have outlined. 
I propose now to leave the technical side of the subject, and, making full use 
of my roving commission, to touch on other aspects which to a group of 
accountants are not without some interest. 
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Statistical Information 

There is a wealth of information in the summaries prepared by the Prices 
Branch of the trading results of industries throughout the Commonwealth. 
At the moment there is a summary for each individual company and group 
summaries for some industries. We are introducing a system of classification 
which will enable us with little difficulty to obtain trading results of all 
groups. Some banks prepare such information from published balance sheets, 
which, as a rule, are unreliable. Furthermore, the bank statistics show profits 
from all sources and the profits are not related to funds employed. There is 
a field in the Prices’ Branch for valuable research and the assembly of 
information of a kind not available anywhere else in Australia at present. 
The figures, if properly assembled, will show what funds are normally used 
in relation to turnover in any particular industry and the return from those 
funds. They will show, for example, the return on funds from bootmaking, 
from running a suburban grocery shop, or from the service of conducting a 
country bus service. Staff limitations alone have prevented the production of 
statistical bulletins giving those valuable particulars. 


Accounts of Primary Producers 

It might be a compliment to accountants to say that the most difficult field 
entered by price control is a field of production where there is little evidence 
of the accountant’s activity. Perhaps it is a compliment to the sagacity of 
the accountant that he has not entered this field. I refer to primary production. 
There are many difficulties in ascertaining costs of production of primary 
products. Seasonal changes, differences in cultural practices, productivity of 
different classes of soils—all of these matters affect results. But I would 
say that the main difficulty in ascertaining any results is the absence of some 
method of accounting. In the years to come, there will be many problems 
affecting primary production which will involve vital questions of costs and 
returns, and very little is being done towards establishing a basis for obtaining 
teliable information. I would say that there is a great scope for the accountant 
in this field. I do not think it is beyond the capacity of accountants to devise 
a system of rural accounting that will supply this vital information. I have 
seen some attempts at a svstem, but they are too complicated. Something 
should be devised that will be simple enough for the man on the land to 
operate but comprehensive enough to be effective. The need is very great 
and I am sure that the national gain would be immense. 
The Responsibility of the Accountant 

Before concluding, I would like to say a few words about the work of 
accountants examined through price control spectacles. Generally it is very 
good, but there are some bad exceptions. We have seen some beautiful sets 
of accounts embodying all the information that any critic or investigator 
could reasonably require ; at the same time they are simplicity itself and very 
easily interpreted. I have often asked myself why all accounts are not 
similarly prepared. I believe that in some cases the fault is with the 
accountant. I believe that in others—particularly with private companies— 
the fault is with managements who require the accounts prepared in a manner 
that was acceptable twenty years ago, and in the manner that the manage- 
ments have learned to understand. Some managements do not welcome 
up-to-date methods, particularly if these methods involve a break with tradition 
and temporarily alter the year by year comparisons they have heen in the 
habit of making. It may surprise you to know that the accounts of some 
big concerns are still prepared in manuscript—principally for reasons of 
secrecy ; and that copies are made in the same way for fear that tvpistes will 
know too much about the business. 

Cc 





As a student of accountancy many years ago I was told of the qualifications 
necessary or desirable in a member of the profession. I was taught to picture 
the accountant of any business as the man in the key position, the man who 
kept himself abreast of all developments, the man of unquestioned probity, 
the man who was able to say to the board of directors, “If you insist on 
doing so and so against my advice you don’t want an accountant in this 
concern.” Without doubt this picture is still generally true, but experience 
in price control has made me cautious in accepting the description as applying 
to all accountants. I do not want to infer that accountants as a body fall 
short of the ideal of my student days, but I do say that some of them have 
one foot on each side of the dangerous tine of demarcation. 

I have shown how the price control system was grafted on to the accountancy 
system. I have mentioned a few of the devices which could be used to make 
price control function with a minimum disturbance to business, and which 
merely called for the exercise of some internal control by that key man called 


the accountant. What did the accountant do about it? For a great part he ~ 


was apathetic and did not even trouble to find out what was required of him 
I grant that he was burdened with responsibilities associated with other forms 
of control. I grant that he suffered staff losses by enlistments and call-ups 
I grant that he may have had little time to go into details personally, but I 
will not concede that he should have been ignorant of fundamentals. Here 
was a new form of control rendered necessary by war conditions, having a 
vital effect on the whole functioning of business, and yet there were 
accountants who did not bother to find out what it was all about. I believe 
that the acountants, as a profession, lost and are losing a great opportunit) 
of increasing their prestige and indispensability by their shortsightedness 
There are accountants in industry to-day, and public accountants as well, who 
do not know the first thing about price control. One might have expected 
directors, sales managers, works managers and so on to require whipping 
into line, but there seems to me to have been no excuse for the accountant. 
I do not want to labour this point, but I would make one more observation. 
When the principles of price control were laid down I would have expected 
accountants to ca!l on me and say, “I have examined your principles and 
whilst they cannot be applied to our business in exactly the form vou have 
outlined, I have devised an alternative which I would like you to look at.” 
How many approaches like this did accountants make? Not many! The 
converse was true. Our accountants had to go to many businesses and tell 
them how they could adapt their systems to meet price control requirements. 

We have now reached the stage where some accountants, because of their 
apathy or ignorance, or both, are trying to find the way out of their difficulties. 
One group frankly admits that the importance and significance of price 
control had escaped them and they are endeavouring to put their houses in 
order. Another group is spending a lot of time and energy in framing 
specious arguments to justify the results shown in the accounts. Another 
and fortunately a minority group is partner in an attempt to smother up 
irregularities, not so much doctoring the accounts, but by preparing them in 
such a way that they tend to mislead. 

It is at this point perhaps that I should elaborate my earlier inference that 
a few accountants are straining their professional consciences. It is my 
belief that it is part of an accountant’s job to record the facts relating to a 
business in an orthodox and intelligible way. Even before price control many 
accountants were not doing that. They had, unfortunately for the profession, 
succumbed to pressure from managements and were willing to produce a set 
of documents which might fulfil legal requirements but which would conceal 
many of the facts that the owners of the business—the shareholders—should 
know. Ingenuity was evidenced not in new methods of disclosure but in 
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new methods of concealment. The same ingenuity is in evidence to-day. In 
some cases departure from the orthodox has been influenced by an attempt 
to smother up price control irregularities, but it is probable that the high rate 
of taxation has had an effect as well. 

It might be appropriate to mention a few of the most common devices 
used in the attempt to mislead price control investigators. I have said earlier 
that one barometer we use for measuring compliance with price control is 
the percentage gross profit. There are still some accountants who believe that 
this is the only barometer we use and they attempt to produce a margin that 
will not be questioned. The undervaluation of stock is the simplest way. of 
juggling with the gross profit margin. It is obvious that the value of closing 
stock is as important a factor in the determination of gross profit as the 
value of sales, and when preliminary figures have shown an increase in gross 
profit margin, the undervaluation of stock has been used to lower it. The 
explanation of this undervaluation of stock goes by various names but 
“business prudence” is the most pleasant sounding one and the most popular. 
| agree that it is prudent to ensure that stock is not overvalued, or even to 
ensure that there is a small safety margin; but some other name is necessary 
to describe an operation that attempts to cloak price control irregularities, 
evade taxation and build up secret reserves. The accountant is not normally 
responsible for the valuation of stock, but I do not think that he measures up 
to his responsibilities if he is aware of the gross undervaluation and does not 
state the facts so far as he knows them in his report. 

Deflation of the gross profit margin is sometimes attempted by shifting 
some expenses from the Profit and Loss Account to the Trading Account. 
A comparative analysis usually discloses the reduction of Profit and Loss 
expenses and results in a closer examination. Here again there is evidence 
of an erroneous belief that as long as the gross profit margin is all right the 
requirements of price control have heen met. It is apparently not expected 
that price control accountants should notice the reduction in Profit and Loss 
expenses or even question them! 

\nother irregularity for which the accountant cannot escape responsibility 
is that of charging capital expenditure against costs. This affects both gross 
and net profit; it is difficult to detect and again has the effect of creating a 
secret reserve. Qn the subject of secret reserves, I refer again to cases in 
which we enter into an arrangement whereby a trader operates to a target net 
profit on funds employed. It has been our experience in the recent past to 
find accountants straining every effort to bolster up funds employed. For 
this purpose secret reserves of many years’ standing have been disinterred 
and a request made that they be allowed to rank as funds employed. There 
isno reason why those reserves should not be admitted, provided they are 
disclosed to the Taxation authorities also. I mention the matter merely to 
illustrate the enthusiasm for adaptations to meet the needs of the moment— 
adaptations that would have been unnecessary if the financial history of the 
concern had been properly recorded in the accounts. 

I do not want to over-emphasise what might be called shortcomings of the 
accountancy profession or to hint that certain tendencies to degrade the 
profession are widespread. They are not. The accountants generally are 
doing a very fine job in spite of the numerous calls on their time and energy. 
When the Commissioner decided to take the accountancy profession into 
partnership in order to run price control he made a very wise decision—a 
decision he has no cause to regret. At the same time a little introspection 
does no harm and it is as an accountant as well as a Price Controller that I 
five expression to opinions based on a very interesting and instructive 
experience during the last five years. 
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Lawyers and the Language of Accountants 
By J. M. GREENWOOD, A.I1.C.A. 


Accountants will agree that they have some difficulty in making themselves 
intelligible to lawyers who are unfamiliar with the concepts and practice of 
modern accountancy. The latter tend to approach any question arising ina 
set of accounts from the standpoint of the cashier. If a profit has been 
derived, it must be in the till, or at least somewhere amongst the assets. Qn 
the other hand, the word “profit” to an accountant conjures up visions of 
credit entries in accounts recording profits under a system of double entry 
bookkeeping. 

The lawyer's attitude might be called the “assets approach” to profits, and 
that of the accountant the “credit entry” approach. 

A typical example of the lawyer’s point of view occurs in the judgment of 
Lord Green, M.R., of the English Court of Appeal, in Jenkins v. I.R. Comms. 
[1944] 2 All E.R. 491, from which the following extract is taken: 

“The main argument of counsel for the appellants was that the sum of 
money applied or applicable by the trustees in discharge of the debt could not 
properly be described as income. He said that, although when the trustees 
received the dividends, they could truly be said to be receiving income, by the 
time they paid off the loan, which might have been in the next five minutes, 
by some strange alchemy, what had gone into their hands as income went out 
of them as mere cash which could not accurately in an accountancy sense be 
described as income. He illustrated the argument by striking an imaginary 
balance sheet of the trustees in which he said the sum received as income 
would have to be reflected in an entry on the liabilities side under some title 
showing that it was income, otherwise the balance sheet would not balance, 
It is perfectly true that if the trustees in a given year proceed to use income 
to pay off a loan, to make the balance sheet balance, there would have to he 
a balancing item. That, says counsel for the appellants, could only be properly 
described as an unapplied income account, or something of that sort. He 
said it is only when a payment is attributed to such a fund that it would k 
proper to say that that income has been used for the purpose of the payment 

“In my opinion, the introduction of that rather elaborate accountaney 
conception into the construction of the sub-section is not justified, and I 
would point out that if one is minded to consider the form of accounts, if 
you go back to the income and expenditure account of the trustees, that 
would contain in the year, and contain only, one entry on each side. One 
would be the income received. On the other side would be repayment of the 
loan. The two would exactly balance. I should have thought that even an 
accountant would have found difficulty in saying in such a case that the 
income had not been applied in payment of the debt. In truth and in fact, in 
my opinion, the language of.the sub-section must be construed in a commor 
sense way, and if trustees receive a sum of income and pay it into their bank 
and immediately draw it out in discharge of a capital liability, it seems to me 
to be flying in the face of the realities of the case to say that they have not 
applied income in that way.” 

Without going into the facts of the particular case, surely no accountaml 
would show the repayment of a loan as a debit entry in an income and 
expenditure account. Obviously, the question was approached from the view 
point of the cash book entries. 

Sooner or later, there will have to be, in the interests of all concerned, and 
especially the clients of both professions, a meeting on common ground, 9 
that either accountants will have to remember that double entry bookkeeping 
is only one of a number of systems of which single entry is equally valid, of 
else the lawyers be persuaded that a new science has arisen with recognised 
forms and terminology. : 
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Devaluation of Stock Inventories 
By K. A. PICTON, A.C.A.A. a 


The article in the December issue by Mr. A. A. Fitzgerald is particularly 
timely in its revelation of the implications of increasing stock inventories. 
It would be most interesting, and not a little profitable, to ascertain on what 
bases these inventories were valued. The question which naturally arises is 
“If cost determines the ceiling value, how is it arrived at?” At a time of 
rising costs when the ceiling is probably approaching its highest limit, is this 
ceiling used for valuation purposes, regardless of whether costs may be. 
expected to fall before the stocks are disposed of, or does the explanation 
of the bases used in the majority of cases cover a truly conservative 
valuation ? 

Those who accept the golden rule “cost or market, whichever the lower”’ 
as more or less inflexible in practice tend to overlook the ambiguity in the 
expression “cost.” This may have many interpretations, depending on what 
elements are included in cost. It is popular to limit these elements to direct 
labour and material, or prime cost. Cost may, of course, include factory 
overhead and even selling and administrative overhead, while the economist 
would consider the inclusion of interest on investment. Whatever method is 
chosen, the result may still be referred to as “cost,” and so qualify for 
inclusion in the “golden rule.” 

Even prime cost, however, is not an ipflexible value. The value placed 
on direct labour may be inflated as a result of inefficiency, of lost time due 
toa multitude of causes — material delays and breakdown of machines to 
name only two — or to reworking as a result of carelessness or even to the 
use of higher paid labour than is necessary or normal, while material may 
be charged at an excessive price, due to faulty buying, use of higher quality 
than is necessary or normal, or due to excessive use occasioned by inefficient 
cutting, careless handling or spoilt work. 

The ideal measurement of prime costs in order to eliminate these weak- 
nesses is to be found in the employment of a standard for each element 
making up the cost. It is surprising to find again that many are averse to 
the use of standard costs for inventory valuation in the Balance Sheet. In 
fact, one of the chief objections met with is that such valuation does not 
comply with the golden rule. The objectors overlook the fact that the term 
“cost” embraces standard cost. 

Inquiry among manufacturers has revealed that approximately 30% use 
standard costs in valuing finished goods inventories for Balance Sheet 
purposes, and that standards are often not adopted for valuation until the 
stock is in process and sometimes not until the stock is in a completed state. 
In other words, standard costs seem to be particularly applicable to 
manufactured stocks. 

The term “standard” is itself loosely applied, and is often used in a 
general sense to indicate an estimated or budgeted figure rather than a 
definite value compiled from elements of cost used in a system of standard 
costs. When applied to valuation of stocks it can only refer to values 
revealed by a standard cost system. How are these standards compiled, and 
on what data are the various elements of cost based? A choice of three 
distinct methods is available, namely Basic, Current and Ideal standards, 
although the latter two are, in my opinion, often erroneously confused and 
identified as one and the same. 

Ideal standards may be just beyond the bounds of realisation, being based 
on 100% efficiency in the use of material, labour and machines, without 
allowance for difficulties of production control or non-employment of full 
capacity. Normal expectations based on a normal capacity and average 
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results, based on experience and capable of being realised, but excludig 
inefficiency, give the formula for compilation of Current standards. Bagi 
standards may be faken to exclude variations due to abnormal conditiony 
outside the control of the organization, such as market price inflation, 
wartime costs and the extremes of trade cycles. For example, basic 
standards to-day may be regarded as those applying in 1938-39. If this year 
were taken as the base for standards for the purpose of inventory valuation, 
the danger of inventory losses through the non-recovery of inflated values 
on subsequent disposal would be largely eliminated. This suggestion has 
already been made by Mr. J. A. L. Gunn in the September, 1944, issue of 
“The Australian Accountant.” 

Basic standards are generally useless for such purposes as budgeting, and 
are usually shown, for comparison purposes only, alongside actual costs 
in inventory valuations. Nevertheless, once having established such standard 
costs, we again have a cost basis for such valuation which complies with 
the golden rule, “cost or market, whichever the lower,” so broad may be its 
interpretation. From a strictly accounting viewpoint therefore, there should 
be no objection to the adoption of basic standard costs, for inventory valua- 
tion purposes, as conservatism is their chief characteristic, taking, for 
example, the year 1938-39, as the base for “cost” determination. What is 
the Taxation viewpoint ? 

As Mr. Gunn pointed out in the abovementioned article, Section 31 of the 
Income Tax Assessment Act provides that the value of each article of trading 
stock to be taken into account at the end of the year of income shall be at 
the option of the taxpayer. 


(a) Its cost price. 
(b) Its market selling price, or 
(c) Its replacement price. 


Let us examine these alternatives. We have already seen that there is 
considerable scope in determining what is cost price. Prestumably if basic 
standards were consistently used, no objection could be made by the Taxation 
Department to this interpretation of “cost.” 

Again there may be no guarantee that the market will absorb all stocks on 
hand at the current ruling selling value. An early market deflation would 
render such valuation improper and it should be legitimate to provide for 
such an eventuality, particularly where it would appear to be a distinct 
possibility. The market selling value would therefore require some estimation 
for the period ahead necessary to dispose of these stocks. The Act does not 
provide for this, and is, in this respect, out of touch with current business 
practice in forecasting or budgeting for the future. 

Similarly it is-most unlikely that existing stocks can be replaced at the 
current replacement price. Cost may, and probably will, fall when war-time 
restrictions are lifted, and this eventuality may occur before existing stocks 
could be replaced at the normal replacement rate of production. Hence the 
use of this alternative for valuation may result in an early profit deflation, 
unless the cost of replacement were calculated on basic standards ruling in 
pre-war years. 

Stock valuation is a considerable item in most Balance Sheets, and one 
which does not always conform to best accounting principles, but which 
is dependent on the whim of the proprietor or an official of the organization. 
The valuation placed ort stock may determine whether a profit or loss will 
be made, but this may not subsequently be realized. In the interests of the 
future stability of an organization therefore, and without unduly conflicting 
with the desirable accounting principle of consistency in valuation from year 
to year, due consideration should be given to the need for adequate 
conservatism to provide for likely devaluation in the not-too-distant future 
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‘It is to be hoped that the taxation provision may be extended to make this 


ssible. 
ary course, the degree of importance attached to this question of stock 
devaluation will vary considerably between one industry and another, 
and between one organization and another, depending on _ the 
yolume of stock held at the present time compared to normal 
times and on the rate of stock turn. While most stocks have been 
greatly depleted during the war years, so that perhaps.one month’s supply 
is held, where previously six or twelve months’ supply was held, many 
businesses now find themselves in the position where they can gradually 
build up stocks to meet post-war demand. 

This is the experience of organizations able to resume normal manufac- 
turing to stock after being engaged on war contracts, and particularly 
where the demand is unable to keep pace with this renewed avenue of 
supply, owing to the restrictions imposed directly by priorities and indirectly 
by rationing. 

These organizations are doubtless well aware of the need for providing 
against inflated costs in the valuation of their stocks, but not all of them 
may be fully conversant with the income tax restriction, disallowing the 
creation of reserves to meet the contingency of deflation. 

In considering the effect of falling inventory values in the post-war period, 
opinion seems to be divided over the question of providing for this 
devaluation, between 

(a) raising stock reserves, 

(b) absorbing the losses as and when they occur, and 

(c) depending on Government protection by price control, sub- 
sidies, tariffs, etc. 

Dependence on Government action is distinctly questftonable as_ the 
Government can hardly be expected to make sweeping provisions. Rather, 
the action which should be solicited, and that promptly, is for the Taxation 
Commissioner to make provision for valuation either on a pre-war cost 
basis, as suggested, or on a post-war selling, or replacement price basis, with 
the option to adopt either allowed to the taxpayer. The post-war alternatives 
would necessarily be forecasted valuations only but some measure of accuracy 
should be attainable. This would provide for substitute or inferior quality 
articles, the demand and price obtainable for which could be estimat 
while replacement costs in the post-war period should already be engaging 
the attention of the manufacturer or trader with half an eye to post-war 
business. 





The Binomial Theorem in Compound Interest 
By Leste W. IRWIN, A.F.1.A., A.A.LS., A.C.A-A. 


One of the most interesting phases of accountancy is calculation of 
compound interest and the ascertainment of the present value of a particular 
sum. The methods of solving these problems often present cénsiderable 
difficulty, both to the student and to the trained accountant, especially if he 
has not available tables of compound interest or logarithms which are com- 
piled to facilitate the calculations associated with this work. Without the use 
of these tables, it is possible to use an algebraic method known as the 
“Binomial Theorem.” 

_Chambers’ Dictionary defines “binomial” (in algebra) as “a quantity con- 
sisting of two terms or parts, such as a + b,” and a “binomial theorem” as 
“a series of analytical formulae by which any power of a binomial can be 
expressed or developed.” In other words, the binomial theorem may be said 
D * 
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to be a method whereby the expansion of the power of any binomial (a + 6) 
into a sum may be undertaken. 

Assuming that the binomial is represented by + + y, from the definition 
it will be seen that (x + y)? is equal to (x + y) (* + y) and that it would 
by multiplication also equal x? + 2ry + ¥*, and from this basis it can be 
proved that :— 


(a + y)* = 2*® + ney + 


+ n(n—1) (n—2) (n—3) 
2.3.4. 
so that substituting in the above equation the value of the interest rate fora 
specified term, the compound amount of 1 may be found. This value is then 
multiplied by the required amount. Example: Calculate the compound amount 
of £5 for 6 years at 3% . 
6(6—1 


(1 4-03) = 18 4 6(1)5(-03) + 2S") 18-2(.03)2 


6(6—1) (6—2) (6—3) (6—4) 16 5. 
+ 2345. — er 
1 + -18 4+ -0135 + -00054 + -00001215 + -0000021. 
1:1940521 x £5 
£5-9702605 


This proposition is called “Binomial Theorem” and it should be noted that 
the exponents on + start with m and decrease by 1 from term to term, whilst 
the exponents on y start with 0 and increase by 1, so that changing the 
co-efficient of any term and multiplying by the exponent on x and dividing 
by the number of term, it is possible to obtain the co-efficient’of the next 
term. By applying this method to the calculations of interest factors, it is 
ee’ to obtain the sum which given amounts will accumulate to in a 

ain period at a fixed rate. Unfortunately, this algebraic method does not 
lend itself to rapidity in the calculations. However, an alternative form of 
expansion, using a tabular solution, has been developed and commends itself 
for use by anybody who is concerned with these problems.!_ In order to 
demonstrate the ease by which this method may be used, the following 
calculation has been made in the regular form binomial theorem and the 
simplified expansion. 


Problem 


Find compound amount of £20 for 5 years at 6% 
(a) By the regular form: 


(1+ 06)* = 1 + 5(1)4(-06) + 2% (1)8(-06)2 


5.4.3 | ee eee 
33 (1)?(-06)® + 37 (1) (-06)4 
= 1+ -30+ -036 + -000126 + -006480 
= 1:3388080 K 20 = £27:776160 or £27/15/8. 


1. Mathematics of Business and Finance, Dyess and Gilmore, p. 119. 
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(b) By the Tabular method : 


Term 
iB 1-000000 


‘300000 


30x 5 x -06 036000 
036 x 3 x -06 0021600 


‘00216 X ; x 06 0006480 


1- 3388080 
1:3388080 « 20 = £27:776160 or £27/15/8. 

It will be seen that this latter method offers many advantages over the 
regular form, whilst maintaining the algebraic correctness of the theorem, 
and when the necessity arises for the calculation of the present value of a 
sum certain, the simplified method of tabular expansion may again be used 
with advantage. It will be appreciated that if the binomial expansion be used, 
the form is identical when ascertaining the accumulation factor, except that 
because the exponent is now a negative number, the mirius sign appears in 
each case on m. Both the regular form and the tabular expansion are 
illustrated in the following examples. 

Using the regular form to ascertain the present value of £3,000 due at the 
end of four years if worth 3% compounded annually :— 


(1+ -03)-4 = (1)—4# + (—4)(1)-5 (-03) + fe) Ro 


+ DEAE) (1)-1(-03)8 


= | ae 
+ 734 —* (1)-8(-03) 
1 — -12 + -0090 — -00054 
= ‘88846 « 3000 = £2664-900, which is the present value 
of £3000. 
Using the Tabular method, the calculation would be as follows :— 
Term + =m 
Ist 1 1:000 000 
2nd 1x = x -03 
3rd Ss 12 X 3 x 03 
—6 


4th ‘009 = x 03 000 540 


(1)—®(-03)? 











1-009 000 ‘120 540 
so that 1:009000 less -120540 equals 
‘88846 « 3000 = £2664:90 
This latter method possesses distinct advantages over the regular form of 
the binomial theorem, .and can be more easily memorised. Coupled with this 
advantage is the fact that its keynote is simplicity, a feature very desirable 
in calculations connected with compound interest. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


DEFINITION: OF DEPRECIATED VALUE 


The annual allowance in respect of depreciation of plant is an amount 
calculated to recoup to the taxpayer the cost of the plant over its estimated 
effective life. Upon disposal of the plant, the taxpayer is allowed a 
deduction under s.59 of the excess of the “depreciated value’ over the 
amount received on disposal. Correspondingly, if the consideration received 
on disposal exceeds the depreciated value, such excess is assessable income 
to the extent to which deductions for depreciation have been allowed in 
the assessments of the taxpayer. 

The Revenue is safeguarded by s.60 where the legal ownership of plant 
is transferred but the beneficial ownership is retained by the transferor. For 
example, plant costing £1,500, and having a depreciated value of £1,000 
(£1,500 less depreciation allowed in assessments .£500), may be transferred 
at a price of £5,000 to a company, the shares of which are beneficially owned 
by the transferor. In such a case, the transferor would be assessable under 
s.59 on £500; the difference between the original cost, £1,500, and the sale 
price, £5,000, viz., £3,500, would represent an accretion to capital and would 
not be subject to income tax. In the above circumstances, s.60 would be 
applied, and the purchasing company would be allowed depreciation cal- 
culated with reference to the sum of £1,500, i.e., depreciation would be 
based upon the sum of £1,000, which would have been allowable to the 
transferor if he had retained the plant and the sum of £500 included, under 
s.59, in the assessable income of the transferor. 

If, however, the company in turn had disposed of the plant to a third 
party, it would have been entitled, under the definition of “depreciated 
value” contained in s.62 of the 1936-1944 Act, to have the profit or loss on 
disposal calculated with reference to a “depreciated value” representing the 
actual “cost of the property less the amount of all depreciation so allowed,” 
i.e., in the above example, the actual cost to it of £5,000, not the sum on 
which depreciation was calculated, viz., £1,500: 

Consideration receivable on sale by company .. .. .. .. .. £3,000 
Less depreciated value: 
Actual cost to company .. .. .. .. .. .. .. «£5,000 
Less depreciation allowed to company—l10% of 
£1,500 for 2 years ie. dean oe 300 


Loss on disposal deductible under 1936-1944 Act .. 


In order to remedy this defect, s.62 has been omitted by the amending Act 
of 1945, and a new section has been inserted in its stead. New s.62 
provides, in effect, that, where s.60 (1) has been applied, the deemed 
cost, for the purpose of calculating the “depreciated value” of the property, 
is the depreciated value of the unit immediately prior to the time of its 
acquisition by the taxpayer, together with any sum included under s.59 in 
the transferor’s assessment. Thus, in the above example, the calculation 
required to be made under s.59 on disposal of the plant by the company is 
as follows :— . 

Consideration receivable on sale by company .. .. .. .. .. £3,000 
Less depreciated value under 1936-1945 Act: 
Deemed cost under s.62 (2) .. .. .. .. .. .. ..- £1,500 


Less depreciation allowed to company .. .. .. .. 300 “s 
—- 12 


Lk en ee ere a ae 
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Of the profit of £1,800, the sum of £300 (being the total of the deprecia- 
tion allowed in the company’s assessments) will be included in the company’s 
assessment of the year of sale. 

New s.62 (2) applies only where s.60 (1) has been invoked. Section 60 
(2) provides that s.60 shall net apply where the Commissioner is of the 
opinion that the circumstances are such that depreciation on the actual 
consideration given by the purchaser should be allowed to him. Where 
depreciation is so allowed on the actual cost, the “depreciated value” of the 
property is required by s.62 (2) to be calculated with reference to such 
actual cost. 

In conformity with new s.62, the proviso to s.60 (1) has been amended 
by providing that depreciation allowable to the purchaser shall be calculated 
with reference to the amount included in the vendor’s assessment under 
s.59 plus the depreciated value “immediately prior to the time of the sale” 
instead of “at the time of the sale.” 

The above amendments first apply to assessments based on income derived 
during year ended June 30, 1945, or substituted accounting period. 


INCOME TAx Pain ABROAD ON EX-AUSTRALIAN DIVIDENDS. 


The Amending Act of 1941 brought into the assessable income of an 
Australian resident dividends received by him from ex-Australian sources, 
whether or not the dividends were taxed abroad. New s.72A, inserted by 
the Amending Act of 1942, allows the taxpayer a deduction of ex-Australian 
income taxes paid by the taxpayer on the ex-Australian dividends. 

In its original form, s.72A permitted a deduction of such ex-Australian 
income taxes irrespective of the source of the profits out of which the 
dividends were paid. For example, if a non-resident received a dividend 
paid wholly out of Australian profits and he paid ex-Australian income tax 
on that dividend, he was entitled to the deduction under s.72A, except 
where s.159 applied. 

The Commonwealth Treasurer in his explanatory Memorandum issued 
with the 1945 Amending Bill states, in effect, that the original intention was 
to grant a deduction only in respect of ex-Australian income tax on 
dividends paid out of profits derived from sources outside Australia. The 
Treasurer said :— 

“In the case of American holding companies, the American income 
tax law grants an exemption from American Normal Tax and Sur-tax 
in respect of dividends derived from their Australian subsidiaries. 
In some of these cases, however, the American company would be 
required to pay, in America, a special or additional tax which is 
imposed on Personal Holding companies. As these American taxes 
are payable on dividends which are assessable for Commonwealth 
tax, they are, at present, allowable deductions under section 72A for 
Commonwealth purposes. The result is that the non-resident American 
company, in its Commonwealth income tax assessment, may receive a 
deduction of American income tax paid by it on income derived from 
sources in Australia. This was never intended.” 

Accordingly, s.72A has been amended by the Amending Act of 1945 
so as to withdraw the deduction of ex-Australian taxes paid on dividends 
paid out of profits derived from sources in Australia by either a resident 
or non-resident of Australia. 

The amending provision has been so expressed that where the dividend, 
which is taxed abroad, is paid partly out of Australian and partly out of 
ex-Australian profits, the Australian shareholder-recipient is allowed a 
deduction-of the appropriate proportion of the ex-Australian income tax 
so paid. If, therefore, an Australian resident receives from an ex-Australian 





246 THE AUSTRALIAN ACCOUNTANT JULY q 


company a dividend which is taxed abroad and which, as to one-third is 
paid out of ex-Australian profits, the taxpayer will be allowed a deduction 
of one-third of the income tax so paid outside Australia. It should be 
observed that non-residents of Australia are not liable for Commonwealth 
income tax in respect of that part of an$ dividend which is paid out of 
profits derived by the company from sources outside Australia ; consequently, 
they are not entitled to a deduction under s.72A of ex-Australian income tax 
paid by them on any dividends, whether those dividends are paid out of 
profits derived from sources in Australia or sources out of Australia. 

The above amendment applies to ex-Australian income taxes paid on and 
after the date on which the Amending Act of 1945 received the Royal 
Assent. 


DEDUCTION FOR RESIDENTS OF ISOLATED AREAS. 


New s.79A, inserted by the amending: Act of 1945, provides for special 
allowances for taxpayers living in the remote parts of Australia. In support 
of the new concession, the Treasurer said that it had long been recognised 
that people living in the remote areas of Australia suffer the disabilities 
of isolation, high costs of living and uncongenial climatic conditions. In 
recognition of these disabilities, special allowances are often granted to 
employees located in these areas. These allowances are assessable in full 
with the result that a considerable portion thereof is absorbed in income tax. 

New s.79A is designed to grant some compensation to all residents (other 
than trustees and companies) of remote areas. It provides for the allowance 
of a special deduction to residents of that part of the Commonwealth 
which is referred to as “the prescribed area.” This area embraces the 
greater part of the Commonwealth. The parts excluded are, broadly speaking, 
the eastern part of Queensland, south of Mackay, eastern and southern 
New South Wales, all Victoria, Tasmania (except the western and south- 
western coastal areas), the southern part of South Australia, and the south- 
west corner of Western Australia. 

“The prescribed area” is divided into two zones, viz., Zone A and Zone B, 
The geographical position of each of these zones is described in the 
Second Schedule to the Act, inserted by the 1945 amending Act. 

Zone A roughly comprises the north-western areas and the extreme north- 
eastern areas of Queensland, the northern part of the Northern Territory 
and the northern portion of Western Australia. It also comprises Papua, 
Norfolk Island and New Guinea. 

Zone B broadly embraces north-eastern (but not intluding the northern 
extremity), central and south-western Queensland, western New South 
Wales, the north and west of South Australia, the gold-fields area and the 
central and southern areas of Western Australia, but excluding the south- 
west corner of that State, and the western and south-western coastal areas 
of Tasmania. 

A taxpayer who is a resident of Zone A for more than one-half of the 
year of income is entitled to a special deduction of £40, and a taxpayer 
similarly resident in Zone B to a special deduction of £20. 

“Resident” is defined in sub-s.(4) as any person who resides or has 
actually been in the prescribed area or in a particular zone for more than 
one-half of the relevant year of income. Where, however, a person dies 
during the year of income and at the date of his death he was ordinarily 
resident in a zone, he will, if he has not otherwise qualified for the deduc- 
tion, be regarded as having been a resident of that zone and entitled to 
the appropriate deduction. 

It may happen that, during the year of income, a person may reside 
in Zone A for five months and in Zone B for two months. Sub-s. (2) (c) 
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provides that, in such a case, the taxpayer shall be allowed such deduction, 
not being more than £40 nor less than £20, as the Commissioner considers 
reasonable in the circumstances. It was officially stated that, in practice, the 
taxpayer would be allowed a deduction of £36, arrived at as follows :— 
5/6ths of Zone A deduction, 440 = .. .. .. .. .. .. £33 
1/6th of Zone B deduction, £20 =—............ 3 


£36 


a 23’ 7 

Section 78 (3) has been amended to provide, in effect, that the aggregate 
of the deductions allowable under ss.78, 79 and new s.79A shall not exceed ° 
the amount of net income derived by the taxpayer. 

New s.79A first applies to assessments based on income derived during 
year ended June 30, 1946. The Treasurer stated that the deduction will 
be taken into consideration in fixing the tax instalments payable as from 
July 1, 1945, by employees resident in the respective zones. 

The new allowance may be challenged on the ground that it offends 
against s.99 of the Constitution, which provides that the. Commonwealth 
shall not give preference to one State over another State, and against 
s.51 (ii), which grants the Commonwealth the right to make laws with 
respect to taxation “but so as not to discriminate between States or parts 
of States.” Thus, ss.51 (ii) and 99 prevented the Commonwealth from 
attempting to equalise unequal physical conditions in the various parts of 
the Commonwealth by providing different standards of valuation of natural 
increase in calculating the value of live stock on hand at the end of the 
income year (Cameron v. D.F.C. of T., (1923) 32 C.L.R. 68). 


PAYMENTS TO FuNpD ProvipING BENEFITS TO PERSONS ON War SERVICE. 


Section 102AA was enacted in 1942 for application to funds established by 
the medical and other professions to provide payments and other benefits 
for members of those professions who are engaged on war service and 
their dependants. The general basis of the funds is that those members 
of the profession who continue in civil practice undertake to contribute 
a portion of their professional earnings to a fund from which disbursements 
are made to members of the profession on war service or to their dependants. 
Section 102AA provides that payments made to these funds under agreement 
shall be allowable deductions and payments made by the trustees of the 
fund shall be assessable income of the recipient beneficiaries. 

The trustees of these funds are not liable for income tax in respect of 
income derived by them in their capacity as trustees during the war years. 
In its original form s.102AA provided, however, that if, at 30 June next 
succeeding the termination of the war, any part of the fund remained 
undistributed, the trustees would be assessable on the amount so remaining 
as if it were the net income of a trust estate to which no person is 
presently entitled and as if it were income derived on that date. In other 
words, the part of the fund undistributed at the end of the war would be 
liable for tax as if it were the income derived in one year by an individual 
taxpayer. If, for example, a fund of £15,000 remained in the hands of the 
trustees on 30 June after the end of the war, at least £12,770 would be 
absorbed by taxation at current rates. 

The Treasurer explained that the funds which were considered when 
s.102AA was enacted were funds that were designed to augment the 
service pay of the practitioner so that the combined service pay and payment 
from the fund would approximate the income from his pre-war civilian 
practice. The amounts that would be received by the trustees would be 
disbursed within a month or so after receipt and, consequently, there would 
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be only relatively small amounts (if any) undistributed at 30 June after 
the termination of the war. 

One of the funds recently brought under official notice, however, differs 
from other funds that have been established. This Fund is not designed to 
afford immediate payment to members on war service but to accumulate 
the contributions received in order to assist those members in re-establishing 
themselves in civilian practices after the cessation of hostilities. It is 
expected that it will be from five to seven years after the cessation of 
hostilities before the fund is finally liquidated, having in mind the gradual 
assistance it is proposed to afford to the largest possible number of 
returning members. ° 

In order to avoid the possible serious depletion of such a fund by taxation, 
the Government considered that the time specified in paragraph (d) of 
s.102AA should be extended. It is, however, impracticable at this stage to 
specify any date before which a fund should not be taxed. In the circum- 
stances, s.102AA has been amended to provide that power shall be given 
to the Governor-General to extend the date by proclamation. This provision 
will serve to remove anxiety on the part of the trustees of the Fund, and 
should enable the fullest assistance to be given by such funds to practitioners 
returning from war service. 


CONCESSIONAL REBATE IN RESPECT OF SPOUSE OR DEPENDENT 
FEMALE RELATIVE. 

Section 160 (2) (a) allows a concessional rebate in respect of the 
spouse of the taxpayer. A taxpayer who is a widow or widower is allowed 
a rebate in respect of a female relative having the care of any of his 
children under the age of sixteen years. The rebate is only allowable, 
however, if the spouse or relative is wholly maintained by the taxpayer. 

Generally speaking, the amount on which the rebate is based is £100. 
If, however, the taxpayer’s taxable income is between £200 and £300, the 
rebateable amount varies between £100 and £125 according to the amount 
of the taxable income. 

The amount of the rebate allowable is arrived at by applying to the 
rebateable amount, a rate of tax appropriate to a personal exertion income 
equal to the total taxable income of the taxpayer. 

Under the original provisions of s.160 (2) (a) the spouse or relative 
was deemed to be wholly maintained if the separate net income derived 
by her during the income year did not exceed £50 and the taxpayer con- 
tributed to her maintenance. If her separate net income exceeded £50 no 
rebate was allowable. The effect of s.160 (2) (a) in its original form 
was that, if the separate net income of the spouse or relative was increased 
from £50 to £51 in any year, the taxpayer was deprived of a rebate of 
tax varying from £18 at the basic wage level to £45 on the highest incomes. 

With the object of removing this marginal harshness, s.160 (2) (a) has 
been amended Ly the amending Act of 1945 to provide for a rebate on a 
reducing scale in cases where the separate net income of the spouse or 
female relative exceeds £50, but is less than £100. If such separate net 
income is £100 or more, no rebate is allowable under s.160 (2) (a). 

Section 160 (2) (a), as amended, provides that, where the net income 
of the spouse or female relative exceeds £50, the amount on which the rebate 
would otherwise be calculated is reduced by a sum which bears the same 
proportion to that amount, as the excess of the net income of the spouse or 
relative over £50 bears to £50. 

Example (1): 

Taxpayer’s taxable income is £500. The separate net income of his wife 

is £40, The rebate is based on £100. 
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Example (2): 


Taxpayer’s taxable income is £500. The separate net income of his wife 
is £70. The rebate is based on £60, viz. :— 
(a) Excess of separate net income, £70, over £50 = £20. 
(b) Maximum rebateable amount, £100. 
(c) Proportion of £100 which the excess of £20 bears .to £50 


20 
= — of £100 = £40. 
50 
(d) Spouse rebate is based on £100 — £40 = £60. 
Example (3): 

Assume the same set of facts as in Example (2) except that the taxpayer’s 
taxable income is £250. 

In accordance with s.160 (2) (a) (i) the maximum rebateable amount 
in respect of a spouse or dependent relative is one-half the taxable 
income == £250 -—- 2 = £125. 

Where the separate net income is £70 the rebate is based on £75 :— 


20 
(a) — of £125 = £50. 

50 
(b) £125 — £50 = £75. 

The above amendment first applies to assessments based on income derived 
during year ended June 30, 1946. 

CONCESSIONAL REBATE IN RESPECT OF DAUGHTER-HOUSEKEEPER. 

In conformity with the amendment made to s.160 (2) (a), an amendment 
has also been made to s.160 (2) (aa) by the amending Act of 1945, whereby 
a rebate on a reducing scale is granted where the separate net income of 
the daughter-housekeeper exceeds £50 but is less than £100. 

Where such separate net income is £50 or less, the amount on which 
the rebate is based is, as before, £100. Where the separate net income 
exceeds £50, the maximum amount of £100 is reduced by a sum which bears 
the same proportion to £100 as the excess of the net income of the 
daughter-housekeeper oyer £50 bears to £50. 

Thus, if the separate net income is, say, £90, the daughter-housekeeper 
rebate is based on £20:— * 

(a) Excess £90 — £50 == £40. 


40 
(b) — of £100 = £80. 
50 
(c) Rebateable amount: £100 — £80 = £20. 
The above amendment first applies to assessments based on income derived 
during income year ended June 30, 1946. 


CoONCESSIONAL REBATE IN RESPECT OF MEDICAL AND OTHER EXPENSES. 


By the amending Act of 1945, s.160 (2) (d) has been extended to 
include optical expenses and sums paid to a personal attendant by or on 
behalf of a blind or totally incapacitated person. The concession applies to 
amounts paid by the taxpayer during the year of income in respect of the 
taxpayer or his or her spouse, or any of his or her children under 21 years. 

The maximum amount on which a rebate may be allowed under s.160 
(2) (d) is £50 each for the taxpayer, his or her spouse and each of his or 
her children under 21 years. Consequently, the rebateable amount for the 
aggregate of medical, dental and optical expenses, and payments to a 
personal attendant, shall not exceed £50 in respect of each member of 
the taxpayer’s family. 
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Optical Expenses.—The rebate in respect of optical expenses is limited } 
amounts paid to a legally qualified optician for eye tests, spectacle prescrip 
tions or the supply of spectacles, or to a person for the supply of spectacles 
in accordance with the prescription of an oculist or a legally qualified 
optician. Fees paid to an oculist or other medical practitioner are rebateable 
as medical expenses. 

Personal Attendants.—The rebate is in respect of sums paid by the tay. 
payer in the year of income to any attendant for services rendered to, and 
arising out of, the blindness or permanent confinement to a bed or invalid 
chair, of the taxpayer, his or her spouse, or any of his or her children under 
21 years. New s.160 (5), inserted by the amending Act of 1945, provides 
that, where, in respect of any amount, a taxpayer would, but for s.160 (5), 
be entitled to a deduction under any provision of the Act, and also toa 
rebate under s.160, he shall not be entitled to both a rebate and 
a deduction in respect of that amount, but shall be allowed only 
the rebate or the deduction, whichever the Commissioner considers appro- 
priate. The example officially cited was the remuneration of the personal 
attendant of a blind person engaged in a trade or profession. 

The above amendments first apply to assessments based on income 
derived during income year ended June 30, 1946. 

CONCESSIONAL REBATE FOR ARTIFICIAL Limss, ARTIFICIAL EYES AND 

HEARING AIDs. 

The rebate provided by s.160 (2) (da) in respect of artificial limbs or 
artificial eyes has been extended by the amending Act of 1945 to hearing 
aids. It was officially explained that the provision will extend to expenditure 
on the maintenance of such hearing aids. 


The rebate is in respect of the amount of any payments (i.e., without 
limit) made by the taxpayer in the year of income in respect of any 
artificial limbs, etc., required for the personal use of the taxpayer, or his or 
her spouse, or any of his or her children under 21 years. 

The above amendment first applies to assessments based on income 
derived during year ended June 30, 1946. 


Tax INsTALMENT DepDvUCcTIONs. 
Arrangements with Authorities of Governments. 

Section 221KB empowers the Commissioner to enter into an arrangement 
with an Authority in Australia of the Government of another country under 
which tax instalment deductions are to be made from the salaries or wages 
of persons employed by that Authority. 

Section 221KB (3) in its original form required that an employee who had 
been notified that such an arrangement was in force should authorize his 
employer to make tax deductions from his salary or wages. 

It was officially stated that some employees have failed to authorize their 
employers to make the tax deductions as required. 

Consideration was given by the Government to the question of instituting 
legal proceedings in these cases, but it would have been difficult to establish 
that the offenders had, in fact, been notified of the arrangement for the 
making of deductions, as only oral notification of its existence had beet 
given by the Authority, and in some cases the oral notification was given 
outside Australia. 

Under the amendments made to s.221KB by the Amending Act of 1945 
it will not be necessary for an Authority to notify the employees that am 
arrangement providing for deductions is in force, and an employee will k 
required, within thirty days after the commencement of this provision, o 
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Falter he becomes employed by the Authority, to authorize the Authority to 


make deductions. 
IncomME Tax Act 1945 

The rates of income tax for the financial year ended June 30, 1946, are 
the same as those imposed in respect of the previous financial year. 

The Income Tax Act 1945 applies to incomes derived by individuals during 
year ended June 30, 1946, and to incomes derived by Companies during year 
ended June 30, 1945, or substituted accounting period. 

Bonus Patp on Maturity or Loan. 

In June, 1936, the appellants, who carried on in partnership the business 
of estate developers, required finance to buy and develop an estate. They 
obtained a loan of £15,000 from a company. Under the terms of the loan, the 
appellants were required to pay a premium or bonus of £6,500, repayment of 
the sum of £21,500 being acceptable by the company by instalments of £150 
or £250 on completion of the sale of each plot for a house or shop 
respectively. In March, 1938, the company, being desirous of obtaining 
repayment, of the outstanding balance of the loan, agreed to accept repayment 
with a reduced premium of £4,000. Held that the premium of £4,000 was 
not an allowable deduction under the English Act (E. J. and W. H. 
Bridgwater v. King (1943) 25 Tax Cas. 385). 

It is considered that a bonus payable on the maturity of a loan or by 
instalments during its currency does not fall within the provisions of s.67 
of the Commonwealth Act. The sinking fund allowance under that section 
is calculated on the assumption that the expenditure incurred in borrowing 
money was so incurred at the commencement of the loan. 

ProFITt-MAKING UNDERTAKINGS. 

R was a motor engineer who, in the years 1929 to 1934, was also a 
partner in a land development scheme, the profits of which were admittedly 
liable to English income tax. During the same period he bought two farms 
on his own account, both of which he resold within a brief period to 
companies interested in developing real estate. No developments were 
carried out by R on the farms, nor did he make any attempt to sell them, 
he having been approached in each case: Held that the profit on sale of the 
farms was assessable (Reynold’s Executors v. Bennett (1943) 25 Tax Cas. 


401). 


WHETHER APPEAL COMPETENT WHERE CASE STATED SIGNED BY ONE 
CoMMISSIONER ONLY OWING TO DEATH OF THE OTHER. 

A taxpayer had appealed against an assessment of English income tax, 
and a decision was given by two special Commissioners who heard the case. 
The taxpayer then requested them to state a case for the opinion of the 
High Court, but one of them died before the case could be stated. The case 
was therefore stated by the surviving Commissioner. It was submitted that 
the appeal was incompetent because the case was signed by only one 
commissioner. 

Held: That the appeal was competent, and moreover, the appellant who 
had transmitted the case signed by the surviving Commissioner could not be 
heard to sav that the appeal was incompetent (Norman v. Golder [1944] 1 
All E.R. 632). 

A somewhat similar point was taken before the Australian High Court in 
Danmark Pty. Ltd. and Forestwood Pty. Ltd. v. F.C. of T. ([1943] 2 
ALT.R. 517) when it was contended that the Commissioner who forms an 
inion under s.21A of the Income Tax Assessment Act, 1922-1930 must 
be the same Commissioner who issues an assessment under which tax is 
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claimed under s.21A. This contention was not successful, the Court pre 
ceeding upon the footing that under s.39 (see present s.177) the amount and 
all the particulars of the assessment are correct in proceedings on appeals 
and the taxpayer being the appellant the onus was upon him to establish his 
case. . 

Under s.196 (2) of the present Act, the Board of Review may be 
requested by the Commissioner or by a taxpayer to refer to the High Court 
any question of law arising before the Board. The decision in Norman 
v. Golder would defeat any claim for invalidity if the members of the Board 
who referred the question to the High Court were not the same as the 
members who heard the case. The position is the same in regard to a case 
stated under s.198. 


TREATMENT OF DEBTS IN THE ASCERTAINMENT OF PROFITS. 


A speculative builder had built a number of houses for sale to workmen 
The business procedure was that the purchaser would agree to buy a house 
at a price, and would provide a small sum in cash. This sum would be 
handed to the builder upon completion together with a proportion of the 
purchase price advanced by a building society on first mortgage. The 
purchaser would agree to pay the balance to the builder by instalments of 
principal and interest over a period which might extend to over 20 years. 

The question for decision was whether the balances so paid were assessable 
as profits of the trade in the year of sale at the full face value of the sum 
agreed to be paid or whether some other and if so what assessments 
should be made. 

It was decided that the debt must either be valued according to the risk of 
its not being paid in full or if valuation should prove impracticable, the 
instalments must be taken as profits for the year in which they are payable. 
From the judgments delivered in this case, the following principles are laid 
down for the treatment of debts in relation to trading profits: 

(a) Ordinary Commercial Credit Sales. 

The accounts for the year in which the transaction takes place should 
for income tax purposes normally include on the one side the cost of 
providing the asset with which the vendor has parted and on the 
other side the price for the asset which the purchaser has paid or 
bound himself to pay. The amount entered on the credit side m 
respect of the debt is the full face value. Bad debts are then claimed 
in the year when they become bad. 

Sale in Return for a Payment of a Lump Sum in the Future without 
Interest. 

Assume for example that the debt is to be paid 20 years hence. In 
this case, it should not be brought to account at its face value but 
as the present value of the lump sum which is payable in futuro. 
Debt Payable by Instalments with Interest and Fully Secured o 
Where the Debtor's Credit is Beyond Question. 

Under this heading would be included sums payable where the mort 
gaged property is substantially greater than the debt or where the 
debtor is a financial institution such as a bank or an insurance 
company, and there is practically no risk of loss. In such cases, the 
debt would be brought to account at its face value. 

(d) Debt Payable by Instalments with Interest Where the Debtors 

Ability to Pay is not Undoubted. 
This is the class of case upon which the above decision was givet 
Here the debts were owed by members of the working classes whos 
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ability to pay depended upon continuity of employment and continu- 
ance of health and life and was further burdened by an obligation to 
pay sums in reduction of prior obligations to building societies. The 
experience of the appellant taxpayer had been that the annual 
deficiency of bad debts had heen over 20%. For debts of this class, 
Lord Atkin considered that “the most satisfactory course would be 
to put the debts at their face value on the-one side and to open a 
suspense account on the other side which no doubt would be calculated 
upon the ordinary risk of bad debts and adjusted year by year in 
accordance with the actual payments made.” Alternatively, the debt 
could be valued, being treated as an asset received in part discharge 
of the price and its value would be calculated according to the ex- 
perience of the business. “Valuation,” he said, “is certainly a rough 
method of adjusting profit, for there seems no means of subsequent 
correction by actual results.” The third method suggested by Lord 
Atkin and approved by Lord Russell of Killowen was to enter only 
in each year the instalments actually paid, or, at any rate, payable. 
This method was thought to present difficulties under English law 
because instalments received after a creditor retired from business 
might not be subject to tax as the profits of a trade, the trade having 
been discontinued. 

Absalom v. Talbot [1944] All E.R. 642. 


The Australian practice where debts are deferred for income tax purposes 
is to bring to account each year a part of the profit on the whole transaction 
in respect of which the debt arises, such part being in the same ratio to the 
total profit as the deposit and instalments paid in the year bear to the total 
sale price. While the case of Absalom v. Talbot does not refer to an 
apportionment of profit in this way, this course seems to have been in the 
mind of Lord Atkin when he spoke of a suspense account which would ‘be 
adjusted each year. 





BOOK REVIEW 


Production Handbook, by L. P. Alford, M.£., DR. ENGR., and John R. Bangs, 
M.E. Pp. 1639. (The Ronald Press Co., New York.) 

The very title, “Production Handbook,” immediately brings to mind the 
late Dr. L. P. Alford’s standard work of many years’ standing, Cost and 
Production Handbook. As the preface shows, “in structural plan the Pro- 
duction Handbook follows the lines laid out by Dr. L. P. Alford as editor. 
It incorporates his earlier experience as editor of both Management's 
Handbook and the Cost and Production Handbook, and was the last under- 
taking of a distinguished career as engineer, manufacturing executive, editor 
and educator, in which he received many professional honours.” 

Contrary to the scriptural injunction, “not to put new wine in old bottles,” 
the publishers with seeming prescience considered the time was opportune 
for an informative and modern reference book of this nature. To this end, 
John R. Bangs, m.£., Professor and Head of the Department of Adminis- 
trative Engineering in Cornell University, was co-opted to perpetuate the 
Alford tradition. 

Under the guidance of George E. Hagemann, B.s. in m.r., the Ronald 
Press Co. has produced a valuable companion volume to the Cost Accountants’ 
Handbook, which work was reviewed recently in this journal. Further words 
of commendation are unnecessary. But perhaps it would be more in keeping 
with the bibulous mood of this review to say—“Good wine needs no bush.” 

R. E. MASKELL. 
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Some New Uses for Control Accounts 
By A. T. BUTLER, DIP.COM., A.C.A.A. 


The following is not the order of the importance of the Control Account, 
but rather the stages of its evolution in the development of accounting 
theory : 

(1) An automatic check over the entries in the subsidiary ledgers ; 

(2) To enable the preparation of a periodical balance without the necessity 

of adding the subsidiary accounts. 

(3) The presentation in tabloid form of information of managerial 

importance ; 

(4) To enable the preparation of statements with speed and ease; and 

(5) The elimination of certain subsidiary postings. 

The principle of automatic check developed out of the idea that the items 
posted to the debit of the subsidiary accounts could be posted in total to the 
debit of the control account; and vice versa, with the total of the credits, 
These lump sum postings to the control accounts were, and still are, generally 
carried out at the end of a period (or run of a machine, as in mechanised 
accounting ). 

The preparation of a periodical balance without the necessity of adding the 
subsidiary accounts inevitably led to the grouping of controls to give the most 
informative data in summarised form. 

The next step was the reduction of major control accounts to a minimum. 
This trend has reached its greatest effectiveness in those cases where the num- 
ber of major controls coincides with the make-up of the profit statement and 
balance sheet. Because of their limited number, these accounts are quickly 
posted and balanced, and final results made available with the minimum of 
delay. 

A search of modern texts reveals, however, that the original principle is 
adhered to of posting the subsidiary accounts first, and then making lump 
sum postings to the control accounts. (For instance see Cost Accountants 
Handbook, p. 231, edited by Theodore Lang. Ronald Press, 1944.) Even 
mechanised accounting routines provide for the posting of controls from 
aggregate totals of subsidiary postings carried in the machine. Thus, despite 
the facility with which final results can be obtained from controls, once they 
are posted, they are still impeded with the prejudice which firstly demands 
the posting of thousands of subsidiary items, most of which are never referred 
to again. 

It is therefore considered that modern accounting thought should recognise 
the value of posting control figures first. This would render possible the flow 
of a continuous stream of vital data to the management right on the very 
heels of actual performance, and long before the shortest possible time for 
the posting of subsidiary accounts has elapsed. 

But, it may be asked. how can control figures be obtained quickly without 
firstly posting the subsidiary records? The answer is, by sortine. and listing 
vouchers, preferablv (but it is not essential) on a modern accounting machine. 
If accounts are effectively classified, even unaided hand sorting can accomplish 
amazing results. Once sorted, an efficient clerk (or operator in the case of 
a machine) can schedule many bundles of vouchers in a very short space of 
time. Schedules are then related by symbol to their relevant bundles. Thus 
manv hundreds (and where even the simplest machine is used, thousands) 
of entries are speedily reduced to a handful of control totals. Provided the 
proving of totals is efficient (and this can be reduced almost to certainty with 
the aid of machines) the immediate posting of the controls is justified. The 
accuracy of the subsequent posting of the subsidiary records, which mav' be 
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done from the schedule or from the actual vouchers, is eventually checked by 
proving against the control. Any errors which are disclosed during the 
posting of the subsidiary accounts may be adjusted by an additional voucher. 
It is generally too late to do anything else at that stage, and this is becoming 
universally recognised as the best method of correcting such errors. There- 
fore this argument should not be used against the posting of the control 
totals before and not after the subsidiary account. 

A feature of this form of accounting is that certain accounts (such as 
expense items) need not be posted in detail, but are merely tied to their 
control account by the reference to their relevant schedule. The details of 
any particular payment can readily be turned up, if required to be examined, 
by tracing the file voucher from the individual reference shown on the 
schedule. 

This last aspect of eliminating the posting of the subsidiary record has 
great possibilities of development, especially in connection with the costing 
of jobs involving huge bills of materials and wages. Even if recorded in 
full on the job card, such voluminous data is generally unintelligible without 
resort to the original vouchers, and calls for a special analysis. In many 
cases, however, the greater part of the data is never required to be looked at 
again. The posting of such expenditure to the cost card as a single item, 
referenced with the schedule number to which the vouchers are tied, is a great 
time and labour saving device, as well as a means of keeping the cost card 
within workable proportions. 


The Costing System 


By E. F. Lyre, a.c.a.a. 


It is fundamental that, if accurate records are kept of the incomings and 
outgoings of a business, «from the original investment to the date of 
realization of all assets, and the cessation of activities, a document prepared 
from such data would show the true financial results of these activities; 
and the total cost of the total output over the business life of the concern 
would be obtainable’; and such a document would be a statement of fact. 

Modern accounting practice requires the financial accountant to prepare 
documents showing the trading results at intervals of at least once per 
year; and to do this, he must depart from fact and enter the realm of 
opinion, and estimate, particularly in regard to such matters as depreciation 
of capital assets, valuation of stocks and work in progress, provision against 
future contingencies, and elimination of unrealized profits. However, he 
does eventually produce a document which is accepted as representing the 
financial position of the business at a given date, and the expenditure 
incurred over a given period. 

The Cost Accountant is now faced with the prospect of reducing this 
figure of expenditure to terms of cost units, and he must travel still 
further into the realms of conjecture. He attempts to solve his problem 
by allocating to cost units all charges which appear to apply directly to 
that particular unit, and adds a share of the remaining expenses on some 
basis which appears equitable. It is well to note here that the allocation 
of charges on the basis of the amount incurred directly by any unit, is not 
the only method of allocating costs, and that the Standard Cost System 
provides for allocation on the basis of the estimated value of the service 
rendered. 

The question arises at this stage as to what constitutes a direct charge, 
and what should be included in overhead. Direct costs are those visibly 

1. A. A. Fitzgerald, The Australian Accountant, Vol. XIII, p. 377. 
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traceable to specific cost units, without the need of difficult studies of 
allocations; leaving the remainder to be treated as overhead. Overhead 
will also include items of small or minor nature, which possibly could be 
identified with a specific cost unit, but because of the time and trouble 
involved, are more conveniently handled as an indirect charge?. 

It would thus appear that Supervision Charges, wages paid to labourers 
to ensure the smooth running of the factory (as distinct from those paid 
specifically and absolutely for the benefit of one particular job), Technical 
Charges, and Overtime Penalty Rates (subject to the same proviso), are 
overhead charges. Minor items of materials, small tools, and minor 
equipment, for the same reasons, may also be included. Costs of selling and 
distribution should’ not be included with cost of manufacture.. 

The preparation of unit costs is not, however, the only duty of the Cost 
Accountant, as managements require that he also perform the important 
work of submitting to them documents for their guidance and assistance. 
The tendency is for these documents to take the form of, at least monthly, 
statements relating to output, overhead, trends and other cost statistics. 
In order to facilitate the preparation of monthly figures, and to ensure 
accuracy, the establishment of the cost ledger, fully and correctly indexed 
and reconciled at intervals with the general ledger, is essential; while the 
use of printed forms guards against the omission of items of cost. The 
practice of recording vital cost information in folders, files and on pieces of 
paper cannot be commended. Also, the use of printed forms, once a 
decision is made as to the manner in which cost data and statistics is to be 
presented, together with an efficient sysfem of filing and indexing, enables 
comparison of costs at various periods to be easily obtained, and also 
introduces a good psychological effect on the office staff. 

Typed documents do, however, form a substitute. As the Standard 
Cost System supplies more information of the type usually required by 
managements than any other, its introductior® wherever possible should 
he made. 

Some notice may be taken at this point of the position occupied by the 
staff of the costing office. While present conditions exist, the demand 
for trained cost clerks probably exceeds the supply, but if businesses 
were to pay the same attention to the selection and training of their junior 
clerical staff as is given to the training of trade apprentices in their 
factories, they would soon build up an efficient cost staff, quite capable 
of handling the routine details of the cost office, and leaving the senior 
executives free to attend to the more important duties of supervision, 
design, analysis and research. 

To summarise, the cost system must eventually include the following 
aims :— 

(1) The presentation of costs of units, which do, in total, absorb the 

entire operating expenses. 

(2) The establishment of cost ledgers duly reconciled with the financial 

accounts. 

(3) The compilation, at least monthly, of overhead and cost reports in 

the manner most suitable to aid the management. 

(4) The introduction of adequate and efficient filing systems and 

suitably printed reports. 

(5) The introduction where possible of Standard Cost Systems, and 

when practicable, accompanied by a system of Budgetary Control. 

(6) The introduction of plans for the training of junior clerical staf 

to ensure an efficient cost staff. 

2. J. M. Clarke, The Incidence of Overhead Costs, p. 50. 
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Simplicity in Purchase Accounts 
By A. J. GatrNs, A.C.A.A. 


The legal necessity to keep books of account imposes a certain obligation 
,to maintain records of purchases made and payments forwarded to creditors, 
but I have come to the conclusion that this section of bookkeeping is treated 
with much lack of thought and initiative. It is @ither given the scantiest of 
attention with little or no thought to control, or else very much overdone, 
both in regard to the attendant routine and the clerical entries involved. 

It is important to establish at this stage the great importance of correct 
and rigid control over purchases. From the angle of the auditor, the buying 
of goods and the payment of the accounts relating to those purchases is 
the main source -of possible fraud, with the possible exception of the 
handling of cash. It is most certainly a most fruitful source of error of all 
kinds which can possibly be turned to fraud with the slightest of ease. I 
mean, by this statement, that the very frequent error of paying accounts 
twice or even of overpayment due to a simple error of some kind so often 
proves to be irresistible to the recipient, and fraud results. Internally, 
the mishandling of purchases leads to loss and confusion, and usually reveals 
a weakness on the supply side. Continual adjustment of accounts leads to 
losses and profits in periods of accounting which are not related to the 
receipt of the goods, and it is difficult to maintain cordial relations with 
creditors if payments are delaved, discounts wrongly claimed or demands 
necessary for adjustments. This is extremely important in these days of 
the ‘sellers’ market.”’” From the internal angle also, a well-controlled and 
orderly purchase system indicates a firm management to the staff, and 
inculcates a spirit of extreme care in the handling and payment of goods. 

Arps To CONTROL. 

It is not possible here to review the whole purchase routine. The ideal 
system should be familiar to most accountants, covering such detail as the 
necessitv for printed order forms signed by a responsible officer, the 
distribution of copies of all orders to those interested, rigid check on receipt 
of goods, adequate inspection routine and the machinery to record the 
signatures or initials of all responsible officials prior to payment. I would 
like to mention, however, some of the factors which T have found to be of 
great assistance in the control of purchases, particularly as the majority of 
the items I mention were not installed for this purnose alone, but have 
assisted almost unconsciously in this regard in addition to their primary 
functions. 

A good example of this aid is found in stock control systems which, of 
course, are desiened principally to protect stocks. In doing this, however, a 
correct “inwards” entrv is necessarv in order to balance the stock on hand, 
and. in the case of a discrepancy, this entry, as well as others on the stock 
card, comes under review in checking the figures. ‘Time and time again I 
have encountered examples of errors in purchases being located simply by 
the vigilance of the stock control clerks, or by a process of proving that 
the quantity sunnosed to have been received was, in fact, over or short. 

Purchase difficulties, trouble with accounts and the maintenance of 
adequate stocks are matterg which can usually be solved by the appointment 
of some qualified person with suitable assistant to constitute an independent 
supply denartment. ‘The subject of supplv is to-dav one which is causing 
much anxiety and worry to business executives, and, actuallv, is a science 
all of its own. All matters appertaining to buving, receipt and inspection of 
goods, quotations for supplies, overseas and interstate orderine, and the 
passing of accounts for payment are carried out by this official as a 
specialized routine. 
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In dealing with these “off the beaten track” hints on purchase routine, ] 
would like to add one other device which is an incalculable aid in control, 
It is none other than the simple routine of ifsisting that goods inwards come 
through one store only, and that a written record be kept of all items as they 
arrive, irrespective of their nature or classification—whether on consignment, 
on loan or on sale, and whether faulty or according to specification. This 
is of endless assistance in determining queries and checking claims regarding 
purchases. 

HANDLING INVOICES. 

If purchases are at all large in number, invoices by the score will rapidly 
accumulate and it is essential that these be quickly handled and _ passed 
through the usual channels for checking. In a concern of any size there are 
probably at least four or five persons who are interested in the individual 
invoices and efficient handling is necessary to avoid upsetting the routine 
and to ensure that the accounts will be ready for payment by the end of 
the following month. 

This is not the place to discuss the merits and demerits of voucher 
registers or purchase journals, both of which are very popular in their 
respective spheres. With the advent of costing work and the handling of a 
great variety of accounts in connection with manufacturing, invoices are 
usually handled individually, and use of the purchase journal as part of the 
cost ledger system is very popular in order to handle the large number of 
dissections needed. In addition to columns for expense items and the 
purchase of assets, there are many expense accounts that need further 
dissection. For example, electricity is often subdivided into light and 
power, insurance into factory and general, and so on. Another subdivision 
usually observed in costing work, is the splitting up of the items usually 
known as “raw materials” into its many sub-divisions (according to the 
class of business) such as pig-iron, bronze, brass, etc., in the case of a 
foundry. Another reason why individual invoices must be handled in a 
costing system is that quite often the vear is divided into thirteen periods 
of four weeks each, and it is therefore frequently necessary to close off the 
accounts on a period other than the end of a calendar month. The accounts 
are then collected and paid monthly in the usual manner after checking 
with the suppliers’ statement of account. 

The use of a rubber stamp providing spaces for the initials of the 
officers concerned, certifying on delivery, price, order, extension and 
allocation, is a great convenience in the speedy handling of individual 
invoices. I believe that the first important task of the invoice clerk is to 
attach to the invoice the delivery docket for the goods concerned, together 
with a carbon copy of the order. If the documents are permanently pinned 
or stapled in this form, the history of the transaction is available for all 
to see, with a resultant ease in handling. 

PAYMENT ROUTINE 

Methods just as orderly should be adopted in paying accounts. In the 
first place, it is considered a matter of extreme importance to many firms 
to preserve a financial reputation by very prompt payment on or before the 
last day of the month following delivery. There is little doubt that any 
organization which attends to its financial obligatjons with such promptitude 
and, in other ways, respects the terms of settlement, will have little fear for 
its reputation in the world of business. The supplier’s statement of account 
should always be checked with the internal records, but, if for any reason 
this is not to hand, or has been mislaid, accounts in hand which have been 
passed for payment should be totalled and a remittance sent under cover of 
a letter or advice of payment. There are, of course, often reasons why af 
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acount should not be paid when due. These may be on account of contra 
transactions or because of special terms of settlement, or even a doubt as 
io the count or quality of the goods. All these matters, however, being in 
order, the cheques in question should be sent out as above before the due 
date. 

Many firms do not. care to part with the original documents, such as 
invoices or statements, for the reason that these contain.the signatures and 
initials of the payment officers and are thus essential for internal check. 
lf this is the case, an advice of payment should be made out containing 
the essential details regarding the month of the purchase, discount taken, 
and attached to the cheque sent in settlement. This is a common courtesy 
to the creditor, and allows him to check his books. Sometimes this advice of 
payment may form the “butt” of the cheque, and is often typed out on certain 
types of accounting machines. This brings me to mention the great 
convenience of using the facilities of the accounting machine for the purpose 
of handling a large number of cheques. - The modern set-up is to combine 
the typing of the cheque with the compilation of a cash book, and an advice 
note by means of the one typing—a wonderful boon which checks the whole 
operation, and proves the figures before the cheques are sent out 

Receipts, although deemed by many to be essential, are regarded by others 
apparently as a nuisance. If receipts are asked for, they must be handled 
edhiciently and checked with the record of payment, otherwise their function 
is useless. It is essential that they be numbered according to the cheque 
which was sent and filed with the vouchers comprising the payment. Many 
firms are now adopting the practice of making the endorsement of the 
cheque the only receipt required—the bank co-operating by returning the 
cheques for perusal with the vouchers. 

PURCHASE LEDGERS. 

Once the cheque has been paid and receipt issued, the transaction may be 
completed as far as the creditor is concerned, but from the drawer’s point 
of view there are still several worries. One of the most important of these 
isa decision as to how he should record the transaction in his books of 
account. I do not know whether accountants generally will agree with me, 
but my own opinion is that purchase transactions need only the very 
minimum in ledger recording. My belief in this regard has arisen from 
the observation that ledger cards are never used for the purpose of 
determining the amount owing to the creditor in the same way, for instance, 
as ledger accounts for debtors. At no time have I ever heard an executive 
call for Smith & Co., or any firm’s, ledger account for the purpose of paying 
them what was owing. He has other and quicker means of finding out. 
In fact, in a well-organized firm, there should be nothing owing to Smith’s 
—in the sense that “owing” means overdue. 

The fact is that ledger entries regarding purchases are records only of 
past transactions which are beyond the interest of all other executives 
except the accountant and the auditor. It remains, therefore, for these two 
officers to agree on the minimum records to make the transactions intelligible. 
In the first place, I consider a creditor’s ledger entirely unnecessary under all 
ordinary circumstances. Of course, where circumstances make it necessary 
for payments on account to be made in a large number of cases, then a 
different situation arises. In all other cases, I should say the ledger can be 
dispensed with. 

Let us review the various requirements of the accountant and the 
auditor, and ascertain if these can be met by the system I shall suggest. I 
have found that purchases can be fully recorded by firstly entering all 
lransactions in a purchase journal and making full dissections as required 
under the system in operation, ‘Totals shown in this journal are posted to 
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the debit of the expense, or asset or stock accounts concerned, and to the 
credit of “Creditors’ Control Account.” Payments made are entered in the 
cash book, preferably by the accounting machine in typing the cheques. The 
total of the payments to creditors is separated, and, together with discount, 
is posted to the debit of the “Creditors’ Control.” These are, I claim, 
all the entries needed. As far as the accountant is concerned, his internal 
check has operated fully prior to the paying of the cheque in the routine 
needed for passing the account for payment. The balance of the control 
account referred to above will give him his total of outstanding creditors 
for balance purposes, and to attempt to list and check this with the 
individual creditors is useless and simply a waste of time. 

Sometimes the accountant will need to refer to past invoices for various 
purposes, and these can readily be located by the serial number inserted in 
the purchase journal or by direct reference to the file of accounts itself in 





















the month concerned. Whether we are seeking all the invoices for pig-iron & It is 
in May, or all the accounts for Smith in June or July, these are all available Marry 
for instant reference, if the filing has been performed with any degree Mat co 
of intelligence. stal of 
AUDITING REQUIREMENTS. am 

The auditor must be satisfied regarding the authorization for the payment, i. 
receipt of value in goods or services in exchange for the payment, and Ther 
actual receipt by the creditor (and none other) of the remittance sent. Bh e, 
There are certain items in the books and in the firm’s balance sheet that he Bh... int 
must certify, and these require certain minimum records. oven 
If the actual invoices from creditors to which are attached the delivery spre 
dockets and copy of the official order as outlined above, are filed together seqt 
with the statement of account and receipt from the creditor, this should Hy, ;, 
provide him with ample opportunity to satisfy himself on most of the above Bimmi 













points. If the accounts referred to are filed“in alphabetical order before Beoneta 
being bound together, this should facilitate his audit, and it is often arranged he “Ex 
also for entries in the purchase journal to be alphabetical as well. If he Bang. 
insists upon a crossed cheque for all transactions, payable to order, and FF pou 
views the copies of cheques as recorded in the cash book copy of the [ipinmi 
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expenditure sheet, he can complete his check by the usual audit of the bank 
pass book to satisfy himself thoroughly on all the necessary points. All 
accounts, statements and receipts, of course, should be cancelled by the 
auditor upon completion of his sighting to prevent their fraudulent production 

















in support of subsequent payments. t. of 
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THE SMALL TRADER. he “In 

I would like to conclude this survey of purchase systems by also Adju 
discussing the method known as the “cash” system for dealing with the nising 
purchases of small traders. Although these business men pay their accounts Tiijxed, 

on a thirty or sixty day basis similar to the larger firms, there is often nO Bteturns 
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auditor to satisfy, and the books of account are drawn up simply to comply 
with the laws of the land, or to provide a return for the Commissioner of 
Taxes. If sufficient detail is provided, most information is usually found 












on the cheque butts to complete the records. In entering the cash book, most BBmade y 
accountants would record all cash banked (except capital increases, loans, The - 
and other obvious items) as sales, and all cash paid to creditors for goods A repro 
(except plant and fittings, etc.) as purchases in the month of payment. Biiation 
On June 30, or other selected balance day, the outstanding accounts of (Mittal dj 
creditors are collected and totalled, and the balance (which normally would Biter th 
be for June purchases only) is brought to account by a journal entry Biwi ar 





which would be reversed on July 1 next year. This simple system, 
providing the minimum of time and trouble, is acceptable to both the client 
and the taxing authorities, and could be adopted wherever possible. 
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Jn conclusion, might it be suggested that the filing staff handling purchase 
mounts complete the routine by pointing out irregularities or errors in 
mnection with receipts. Most creditors will appreciate, for instance, 
ing informed of the omission to affix properly the requisite duty 














unt, , . 
aim gpamp thereon. In most cases, such an error is due to laxity on the part 
rnd fsome staff member, and will be thankfully remedied with the utmost 
ttine seespatch by the creditor concerned. He knows that omission renders him 





ble to a penalty. 








reatment of ‘‘ Equalization’’ in the Accounts of Butter 
and Cheese Factories in Victoria 








ious 

d in By “Co-op.” 

f in ee 

iron @ It is an accepted fact that any business selling a number of lines, which 
able Murry varying rates of profit, must be constantly on the alert to be sure 





hat correct quantities of each line are being sold in order to return the 
tal of profit sought. Likewise, a business which sells a single product on 
rious markets which return differing rates of profit must be sure that the 
wrrect quantities are being sold on those markets which will return the 
intal profit sought. 
There are various markets available for the disposal of butter and cheese, 
nd each one differs in its price return. In 1926 the “Patterson Plan” 
yas introduced in an endeavour to minimise the fluctuations which had been 
mherent in the industry up to that date—the direct effect of the plan being 
spread these market fluctuations over the industry as a whole with a 
mmsequent steadier price return to the dairy farmer. Administration of the 
is now carried out by the Commonwealth Dairy Produce Equalization 
ommittee Limited, which operates to equalize manufacturer’s eventual 
bnetary returns from sales of butter and cheese. This Committee fixes 
he “Equalized Value” of each product from time to time and for definite 
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he iods. 
ind Roughly the equalization scheme works in, the following manner—the 
the Htommittee makes an estimate of sales of each product in their vazious 
ink, Biles classifications, i.e., Local Sales, Interstate Sales, Export Sales to Great 
All Biritain, Sales to Military Forces, Sales to Processors, etc., for a given 
the eriod, usually a seasonal one, say, October to December, inclusive. From 
100 Bsxh an estimate the Committee ig able to arrive at the approximate price per 
wt. of butter and of cheese, Mich will be realized for total sales by all 
manufacturers during the period stated; this estimated price then becomes 
he “Interim Equalization Value.” 
Iso Adjustments with manufacturers are made monthly with the object of 
he mising or reducing the returns of each to the interim figure per cwt. as 
nts Mixed. These adjustments are calculated from details given in monthly 
no turns submitted by manufacturers and their selling agents so that the 
ly Bommittee is in a position to classify the disposals by each manufacturer 
of ting each month. For this purpose, butter and cheese which has been 
nd BBuld-stored during the month is equalized, and the necessary adjustment 
st Mmade when such is withdrawn from storage at a later date. 
1. The interim adjustment statements are quite easy to follow, Fig. 1 being 
ds Ateproduction of an actual statement. A final adjustment for the equal- 
it. @tion period is made with manufacturers only after the actual figures of 
of ital disposals are known to the Committee—this is usually some months 
Id Miter the close of the period. Manufacturers are merely debited or credited 
ry any final adjustment on their total figure of disposals for that period. 
a a monthly statements rendered by the Committee contain vital information 





hich, with a little care, can be made full use of in the accounts. 
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In my opinion, correct accounting procedure should demand that ¢ 
equalizing difference on each class of sale be debited or credited to & 
actual sales of the relative class, and the balance then set off against 
equalization figure. If this is done the gain or loss on equalization of eag 
sales class is disclosed in the accounts. In effect, the Committee 
attainable standards and, if the Equalization Account is correctly treatef 
the ultimate sales figure should appear at the standard or “equalized” valyg 
and a Variances Account should collect the differences as between attaing 
standards and actual sales. 


Fie. 1. 
COMMONWEALTH DAIRY PRODUCE EQUALIZATION COMMITTEE 
LIMITED — VICTORIAN COMMITTEE. 
INTERIM BUTTER EQUALIZATION STATEMENT FOR JULY, 
JULY/SEPEMBER EQUALIZATION PERIOD. 


The Secretary, 

X Factory Ltd., 
Dear Sir, 

I wish to advise that an Interim Equalization, based on values determined by # 
iCompany, has now been made in respect of the month of July, 1944, and y 
figures included therein are as under :— 








| Net Value! vets (Reclamations)| Credits (Pay 


per cwt. | Dis- Rate 


for Equal-|posals | ‘ Amount 


Market | 

. : | — 

ization ‘wal cw per cwt. | 
| 


s. d. |box S. .| £adis. & 
SS aE Saree rer, 
ED on cai em ee oe a oe 
Countries other than Britain |162 8 
Exports to British Services . \ 11 10.25 
4” Se b 12 11.43 
Cold Stored Butter .. .. .. {12 .375| 23 1.625 


i _——- 


























Debit (Reclamation) .. £183 § 
Net Balance: Credit (Payment) .. . . 22... 
(Interim Equalization Value, 151s. 8d. per cwt.) 
Yours faithfully, 
Secretary. 


As a practical example of the set-up 2 accounts under the method ¢ 
ur 


treatment suggested, let us take the figurts of the X Factory during # 
month of July as shown by the Equalization Statement illustrated in Fig 
It furnishes us with the following information :— 

Interim Equalization Value per cwt. 151/8. 

Attainable standards of each available market. 

Classification of the month’s disposals. 

Debit or credit to equalize each sales class. 

Net debit payable to the Committee. 


This statement is the basis for a Journal entry as follows :— 
DE SE gcc Kk ke ek ky bee oe a eae 
Sales to Countries other than Great 

Sarre ae eee eee 19 
To Exports to British Services .. .. Cr. 
Cold-stored Stocks (July) .... ,, 
Equalization Committee . . —— 
July Interim July/September Period 
at rate of 151/8 per cwt. 
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he credit to the Equalization Committee’s Account will be cleared by 
it from the Cash Book when the account is paid. Another Journal entry 
now necessary to establish the Equalization Sales Account, each Sales 
ass is simply debited with the quantity of the disposals at Equalization 
ue, and the Equalization Sales Account credited—this entry will be:— 
Local Sales... ...... (751 Boxes) Dr. £2,847 10 10 
Sales to Countries other than Great 
Pee! | lo 265 8 4 
Exports to British Services. (120) _,, 455 0 O 
To Equalization Sales .. ...... Cr. £3,567 19 2 
Sales of 951 Boxes Butter at Interim 
Equalization Value of 151/8 per 
cwt. 
Account Sales will need to be dissected so that all extraneous debits and 
mdits are taken out to their appropriate accounts leaving the net credit 
peach sales class conssiting only of the gross realization less those 
ieductions allowed by the Committee in their fixation of the attainable 
fandards, e.g., Commission. Introducing the actual sales figures for the 
isposals given in the statement illustrated, the various sales accounts will 
ppear as under :— 
Fic. 2. 
LOCAL SALES ACCOUNT. (751 Boxes, July.) 
y 7—To Agent’s Comm. . £26 14 July 7—By Agents, 250 Bxs.. £1,042 14 
, + ,, a . 2710 7 , te, = \ eee 
, 2l—,, " sa 613 5 » 2l—,, ~! 64, . 26618 
, B—,, " Fr “fe 712 3 » 22—,, ¥ 73 . 3049 
, 3l—,, Debtors’ Credits. 17 0 31— ,, Debtors, 100 Bxs. 416 0 
wg. 21— ,, Equalizat. C’tee 20610 6 
» Equalizat. Sales . 2,847 1010 
, Variances A/c .. 718 4 


£3.131 4 3 £3.131 4 ; 
SALES OTHER THAN GREAT BRITAIN. (70 Boxes, July.) 
uly 21—To Agent’s Comm. .. £7 6 0 July 21—By Agents, 70 Bxs. .. £29119 
Aug. 21— ,, Equalizat. C’tee. 19 5 0 Aug.21— ,, Variances A/c .. 00 
. Equalizat. Sales.. 265 8 4 


_ £29119 4 £29119 4 
EXPORTS TO BRITISH SERVICES. (120 Boxes, July.) 

hly 2I—To Agent’s Comm... £819 4 July 21—By Agents, 100 Bxs.. £3581010 

28— 11510 a 20 7114 2 


Aug. 21— a Equalizat. Sales... 455 00 Aug. 21— ,, Equalizat. C’tee 3511 3 
» Variances A/c .. a 


£46516 3 £465 16 


COLD STORED BUTTER. (12 Boxes, July.) 
Aug. 21—By Equalizat. C’tee . £6 18 10 
EQUALIZATION SALES ACCOUNT. 
Aug. 21—By 951 Boxes, July, 
at 151/8 .. .. £3,56719 2 
VARIANCES ACCOUNT. 
Aug. 2I—To Other than Great Aug. 21—By Local Sales (July) £718 
Britain (July) .. £0 0 , British Services 
. Balance c/d .. . 719 ; (July) . 01 


£719 § 
Sep. 1—Bv Balance b/d.. 
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The balance to the credit of “Cold Stored Butter” will remain 
such time as the butter is sold, when the credit will be transferred to 4 
relative Sales account. When this takes place the Equalization Committe 
will debit the difference between standard realization value and standa 
advance value in order to give a net result equal to the Interim Equalizatig 
Value. It is advisable to keep any advances from Agents in a separatd 
“Advance” account in order to avoid raising variances in the Stored Butte 
accounts; any variation in the actual rate of advance received as again 
the Equalization standard rate would be compensated as soon as the stored 
butter was sold, and the actual advance deducted from proceeds. 

Variances in each sales class should be examined to ascertain the reaso 
therefor. In the accounts given, the variance of £7/18/4 is due to dired 
selling from the factory without expense of Agent’s commission, and aly 
to direct selling of pound wraps or prints at a higher rate per cwt. thas 
standard. The 2d. variance is merely due to fractional pence in the 
calculations, and the 1/1 variance to actual realizations being better than 
standard to that extent. 

The final Equalization adjustment need only affect “Equalization Sale 
Account,” as a final debit or credit merely raises or lowers the Find 
Equalization Value, and does not interfere with the attainable standards of 
the various sales classes in any way. 

The question will arise as to whether sales which have not been finally 
equalized should actually be treated as sales in the Trading Accounts at the 
close of a financial period. At the present time the procedure should k 
a safe one, as the Committee claims that, due to a conservative basis of 
estimating, manufacturers should not be involved in finai debits. When 
these circumstances fail to obtain, it would seem prudent not to trea 
unfinalized sales as actual sales. or alternatively to make ample provision 
to cover probable final reclamations. 

The need for setting out the accounts in the manner shown may not ke 
deemed necessary at the moment with practically all available markets 
pegged : however, when war-time contracts expire and price-control is lifted, 
it would seem reasonable to assume that competition will again bring about 
those market fluctuations experienced in the past. It is in these circunr 
stances of fluctuating prices that control is most desirable and, whilst m 
system of accounting will in itself prevent losses due to market fluctuations, 
it is an essential of any such system that the reasons for losses be made 
apparent in the account. Pre-war equalization allowed for each export 
consignment to Great Britain being treated separately and, when properly 
recorded, showed any variation in realization from the average realization 
of the boat’s total consignments—this was a valuable aid to management; 
and probably the Committee will revert to this procedure in their statements 
if or when open-market exports are again resumed. 





Articles in Overseas Journals 


Main articles of interest appearing in the latest issues of periodicals 
received from overseas are as follows: 


N.A.C.A. Bulletins 


July, 1944: 
Cost Reduction through Cost Control for Post-War Operations, by H. & 
Giddings. 
Considers high standard of liviwg in America due to mass production aff 
cost control. Suggests various avenues to reduce cost of materials, labouj 
expense. 
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Radio Broadcasting Station Accounting, by W. D. Wagner. 
Describes a method of accounting for the sale of time of the “Air” and a 
Control Room Log and other forms are illustrated. 


Accounting for and Control of Returnable Containers, by W. J. Taylor. 


August, 1944: 
Budgeting and Financial Policies for Industrial Corporations, by E. S. 
Freeman. 
Says the function of cost accounting is not towards building selling prices 
up but towards pushing costs down. Deals with the limitations of “last in first 
out” method of inventory valuation. 


September, 1944: 
Normal Capacity and Its Uses, by L. W. Downie. 

Discusses the establishment of a post-war normal capacity as a basis for 
costing, inventory valuation and prices decisions. 

Case History of 27 Government Audits, by C. L. Simpson. 

Sets out the types of adjustments which Government auditors have found 
necessary in claims on defence contracts. 
Controlling Bank Cost, by W. M. McKenzie. 

Classification and budgeting of income and expense is required to determine 
the current rate of earnings of loans and investments and learn and control 
the cost of each dollar acquired for investment. 

Men Were Deceivers Ever, by W. A. Franklin. 

Indicts accountants for making feeble attempts towards the clarification 
of accounting language and for the misleading structure of the balance sheet 
and discusses some aspects of valuation. 


October, 1944: 
Accountant’s. Responsibility to Management in Planning for Reconversion 
and Post-War Progress (Part 2), by H. E. Howell. 

The writer sets out his views on the specific contributions to post-war 
progress which can be made by cost accounting and cost control techniques. 
Advocates the use of physical measurements in the place of money amounts 
as the best for factory cost control. 

How to Set Office Production Standards, by C. Pennicke. 

Discusses the application of time and motion study principles to certain 

sections of the office work. 


November, 1944: 
The Influence of the War on Cost Accounting, by W. F. Burke. 


The set back to standard costs is cited as one of the bad effects of costing 
for the Government. 


Some Observations and Viewpoints on Accounting Problems, by I. D. Dawes. 
Considers the proper concept of a standard cost as what “should be” under 

the conditions expected to prevail. 

December, 1944: 

Job Costs for an Aircraft Parts Manufacturer, by F. G. Shupp. 

Standard for Cost Control and Cost Determination, by T. R. Elsman. 


Copies of these bulletins have been added to the library of the Australasian 
Institute of Cost Accountants, Victorian Division. 
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Trustees Acting as Directors of Company in which 
Estate Holds Shares 
By O. E. BErGer, A.1.C.A. 


A point of some interest occurs when a director of a company finds himself 
in the position of trustee for a deceased estate which holds shares in that 
company. It would appear from a recent decision in Victoria that even 4 
small holding might involve a conflict of interest sufficient to bring into 
operation the rule of law that a trustee is not to be allowed to occupy 
a position in which his interest may conflict with his duty. 

The facts were that the assets of a deceased’s estate included a large 
number of shares in a company. Of the four directors of this company,} 
one, the Chairman, was a trustee of the estate, and another was the assistant 
general manager of his co-trustee, a trustee company. ‘The company 
awarded special remuneration to the Directors for valuable services rendered 
in carrying through negotiations which resulted in the sale of a valuable 
portion of the assets of the company on most advantageous terms. A special 
fee was awarded, in addition, to the Chairman. The Court had to determine 
the question whether the remuneration paid or payable to the trustees¥ 
as directors of the company, could be retained by them for their own use, 
Held (a) that the remuneration of the two directors was to be held for the 
benefit of the estate; and (b) that the money so derived by the estate wag 
a corpus receipt. 

With regard to the trustee director, His Honour stated that the question 
of remuneration was a matter for the Court on granting commission. So 
far as the other director was concerned, his remuneration was expressly 
intended to be paid for the benefit of the trustee company or the estate, 
The remuneration of the trustee company was limited by s. 17 of the Trustee 
Companies Act 1928 (Vic.), and the reward for the special services rendered 
was the fact that it was a company of good standing and had done its 
work well (In re Sharp (1945) V.L.R. 31). 

From this decision, it would seem that where a director of a company 
finds himself in the position of executor or trustee for an estate which 
holds shares in his company, he should carefully consider whether the proper 
thing to do would be-to resign from one of the two offices. 
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Commonwealth Institute of Accountants 
ADMISSIONS AND ADVANCEMENTS 


isston as Provisional Associate 


Victoria ° ' 
T. G. B. Allen, E. J. N. Callanan, A. T. Dahl, H. J. Fleming, R. R. W. Fox, 


Miss E. E. Harvie. 
New South Wales 
R. D. Grattan, R. A. Greaves, J. Ouvrier. 
ission as Associate 
ictoria 
Mrs. L. Blau, V. J. Dunin. 
dmission as Associate 
Victoria 
» R. F. Payne. 
New Soutu Wates Division 
Public Accountants Registration Act, 1945 (N.S.W.) 
he following Institutes have been approved by the Public Accountants Registration 
G: 
The Institute of Chartered Accountants in Australia. 
The Commonwealth Institute of Accountants. 
The Federal Institute of Accountants. 
The International Institute of Accountants. 
The Association of Accountants in Australia. 
e State President of the New South Wales Division of the Commonwealth 
a of Accountants has nominated Mr. H. J. Trist, F.1.c.a., as a member of the 
oard. 
brms of application for registration may be obtained from the Secretary of the 
d, Mr. H. L. Tilley, Department of Justice, Sydney, or at the office of the 
monwealth Institute, 5 Bligh Street, Sydney. Each application for registration 
d be accompanied by a fee of £2. The annual fee has been fixed at £1. 


WESTERN AUSTRALIAN DIVISION 
Recent Additions to the Library 
Industrial Costing in Australia,” P. G. Harle. 
aw of Partnership” (6th edition, 1944). Strahan and Oldham. 
Production Handbook,” Alford and Bangs (U.S.A.) 
Monthly Luncheons 
t the first of the 1945 series of luncheons, held on April 26th, Commander W. J. 
Public Relations Officer, U.S.N., spoke on ‘Community Centres and Youth 
blems,” while at the second, held on May 30th, Major Frank Gallash, recently 
riated, related some.of his experiences while a prisoner of war in Germany. 
functions were well attended by members and their friends. 


Commonwealth Accountants’ Students’ Society 
(Victorian Division) 

he forty-seventh annual meeting of the Society was held on Wednesday, July 11. 
President, Mr. H. C. Zumstein, submitted the annual report and accounts of the 
for the year ended April 30, 1945. Membership at that date was 702. It had 
decided by the committee that no application for a grant would be made to the 
Council of the Commonwealth Institute of Accountants, as was the practice in 
r years. The accounts for the year showed a deficiency of £28, the balance of 
mulated fund being £165. The report made reference to the lecturers who had 
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kindly given their services during the year, particular mention being made of Mr, 
G. E. Fitzgerald, who had prepared model answers to the accounting papers 
demonstrated them at four meetings. The President expressed his appreciation of the 
excellent service rendered by the Secretary, Miss Garbutt, and declared the following 
office-bearers elected for the ensuing year: 

President, Mr. O. R. MacDonald, a.1.c.a.; Vice-Presidents, Messrs. H. J. Cohen 
A. H. Blamey, a.c.a. (Aust.), W. A. Coghlan, a.c.a. (Aust.) ; Committee, Mess 
R. A. Burns, a.tc.a., J E. Carrick, R. L. B. Glass, a.t.c.a., J. E. Hyland, a.t.ca 
L. T. Mullett, a.t.c.a., P. M. Wood, a.t.c.a.; Auditor, Mr. M. Shackell, a.1.ca, 
Secretary and Treasurer, Miss Mary Garbutt, B.cOM., A.L.C.A. 

Following the formal business a very interesting and informative lecture on “The 
Principles and Practice of Mechanical-Accounting” was given by Mr. V. L. Solome 
A.Lc.A. The lecture was illustrated by a series of lantern slides showing the appli 
cation of machines to accounting practice. Mr. Solomon made particular reference to 
the limitations of mechanisation and showed that for the efficient use of mechanical 
aids a proper knowledge of accounting and the technique of machine application wa 
required. The planning of a co-ordination of forms was referred to, and some of the 
most interesting slides were illustrative cf this aspect of mechanical accounting. 

Amongst those present was Mr. J. W. Newington, Hon. Secretary of the Society 
in the years 1913-1921, who since then has been President of the New South Wales 
Branch of the Society, as well as State President of the New South Wales Division 
of the Institute. He contributed some useful comments on the address by Mr. 
Solomon, after which a vote of thanks was accorded to the latter, moved by Mr. 
J. G. McNicholl and seconded by Mr. A. R. Permewan. 


Commonwealth Institute Students’ Society 
(New South Wales Division) 
Annual Meeting 

The annual meeting of the Society was held at the Institute’s Conference Room, 
Sydney, on Thursday, June 14. There was a large attendance, and in extending a 
welcome to all those present the President, Mr. C. H. Prosser, F.1.c.a., especially 
mentioned Mr. O. H. Paton, F.1.c.a., General President of the Institute, Mr. A. Clunies 
Ross, B.SC., F.1.c.A., a Past State President, Mr. E. W. Ernest Jones, F.1.c.a., State 
Registrar, Mr. L. C. Emanuel, a.1.c.a., a former secretary of the Society from 1917 
to 1925, and Mr. Wheen, who had been a member of the Society for twenty years. 

The election of officer-bearers for the ensuing year resulted as follows: 

President, Mr. J. H. Martin, a.t.c.a., B.com. (Melbourne); Vice-President, 

P. E. Wiltshire, a.1.c.a.; Committee, Miss J. M. Tomkinson, a.1.c.A., 

F. J. Ellis, a.tc.a., R. W. Plumtree and R. H. Wright; Hon. Secretary and 
Treasurer, Mr. C. H. Pearce, a.t.c.a.; Hon. Solicitor, Mr. A. B. Samuelson, L..B.; 
Hon. Auditor, Mr. H. A. Beech, F.t.c.a. 

A motion placing on record the Society’s grateful appreciation of the invaluable 
services rendered by the retiring President, Mr. C. H. Prosser, F.1.c.a., and Secretary, 
Miss M. A. Coleman, a.1.c.a., was moved by Mr. Wiltshire, seconded by Mr. Ellis, 
and carried with acclamation. 

A short but very interesting address, entitled “Some Highlights of Insurance,” 
was then delivered by Mr. R. A. Hughes, President of the Insurance Institute of 
N.S.W. At the conclusion of the address a hearty vote of thanks to the speaker 
was proposed by Mr. R. H. Wright and carried with acclamation. 


Personal 
Mr. Ronald H. Sullivan, Chartered Accountant (Ausgt.), advises that he has 
removed to 374 Little Collins Street, Melbourne, C.1. 


Obituary 


We regret to record the deaths of twe members of the New South Wales Division, 
Mr. H. J. Barnes, a.1.c.a., of Croydon, and Mr. A. M. Powers, a.tc.a., of Sydney. 


The Australasian Institute of Cost Accountants 
ADMISSIONS AND ADVANCEMENTS 
Admission as Associate 
Victorian Division 
R. J. Fry, D. A. Ingram. 
New South Wales Division 
E. D. Moore, W. D. Powell, G. S. St. Clair. 
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ncement to Fellow 
Victorian Division 
C. G. Brand, J. G. Henderson. 
MEETING oF GENERAL COUNCIL 
4 meeting of the General Council was held in Melbourne on June 25 and 26, with 
President, Mr. G. L. Murray, in the chair. Interstate representatives included 
ssrs. W. D. Scott of Sydney, E. C. Poole of Adelaide, and A. Greenhill of Brisbane. 
Council was particularly pleased to welcome the representative of the newly 
stituted Queensland Division at such an early date after its inception. Mr. L. A. 
thumer represented the Western Australian Division, and the Victorian repre- 
latives were Messrs. J. E. Morten, J. R. McKenzie, ‘A. O. Sorenson and M. V. 
derson. Office-bearers for the ensuing year were elected as follows: 
Australasian President: Mr. J. E. Morten. 
Vice-President: Mr. E. C. Poole. 
Treasurer: Mr. A. O. Sorenson. 
Mr. Morten previously accepted the office of President in 1939, and he was President 
the Victorian Division in 1944 
RESEARCH GROUPS 
Discussion groups are now operating on Labour Control and Standard Costs, and 
new section to deal with Production Control is being organised by a sub-committee. 
is proposed to form other groups to discuss Budgetary Control and Statistics. 
The formation of these groups is in accordance with the wishes of members 
wessed in replies received to the brochure circulated last year. Any further 
mbers who may care to join these groups may obtain full particulars by reference 
the Registrar. 


LECTURE PROGRAMME 
A very interesting lecture was given by Mr. L. G. W. Clemson, a.c.a.a., on June 12. 
lecturer took as his subject “Industrial Organisation” and dealt with worker- 
ployer relations, making a plea for better harmony in industry. There was a good 
mndance of members and the lecture was well received by all present. 


EXAMINER’S REPORT 
MARCH, 1945, EXAMINATIONS—FINAL COSTING, THIRD PAPER 
Of the 117 candidates who sat for this paper, 51 obtained over 65% and 66 obtained 
der 65%, while cut of this remainder of 66, 26 obtained under 55%. 
Details of the marks obtained by candidates for individual questions are as under: 
Possible Average 
20 13-7 


15 7-7 
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Yuestion No. 1 

The question was reasonably well answered. The designing of the form of Plant 
dger presented little difficulty to the majority of candidates. Some made no attempt 
) present a neat drawing. Lack of knowledge of how a Plant Ledger should be 
introlled seemed to cause most of the candidates trouble. Those who appeared not 
b)know how to control a Plant Ledger proceeded to explain the details of’ the form 
mM made many general statements such as that “Purchases and sales must be 
arefully recorded.” 

The usual number of candidates either lacked knowledge or did not read the 
wstion correctly. Rather than explain how a Plant Ledger was kept and controlled, 

gave reasons why a Plant Ledger should be installed. 


Wuestion No. 2 

Answers generally were not good. Many candidates had little idea of orderliness. 
An Organisation Chart is the presentation of the functions of a business in an orderly 
tanner. Marks were lost for poor and untidy presentation. 

Those who apparently had omitted this subject from their studies prepared instead 
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charts showing ledger entries or showing routine or showing the order in which 
functions are usually performed. 


Question No. 3 

Candidates were asked in this question to outline a stocktaking procedure to en: 
complete accuracy. 

The majority of candidates gave quite an adequate explanation of a stocktak 
procedure, but a feature of the answers received was the number of candidates 
gave a description of the perpetual inventory method of stock recording. Whilst 
denotes a commendable modern trend in stock-keeping, it failed to answer 
question set, and had these candidates carried their answer a step further 
described the procedures when stock was being taken, the question would have } 
fully and well answered. The replies showed that most candidates are well ve 
in methods of stocktaking. 


Question No. 4 

The majority of candidates answered this question along correct lines, altho 
only a few attempted anything like a complete answer. 

Attention given to routine recording of labour times was somewhat unnecessj 
as it could be assumed that a reasonably efficient system of time-keeping and pay- 
compilation was already in operation. What was desired was a systematic anal 
and comparison, periodically, of labour performance, compiled in the form of ¢ 
cr weekly labour reports, from which corrective action to improve or main 
efficiency could be made. 

It is just as much the cost accountant’s responsibility as it is the engineer's 
undertake the reduction in cost of labour by eliminating idle time per medium 
planned production and unnecessary handling involved in inefficient processes 
layout, or waste effort in the individual’s performance of the job. Any restricti 
placed on the cost accountant’s sphere of useful activity is due to the limitat 
inherent in a strictly accounting outlook, whereas the ideal organisation in Ame 
thought demands the entry into the cost accounting field to be made from 
engineering staff side. 

Officers responsible for placement and selection of labour, industrial welfare, lab 
efficiency and performance (and this would include foremen), time study and mo 
economy, control of quality and rejection of spoilt work, should work in conjune 
with the cost accountant. The importance of control of labour should be more f 
recognised if improvement in efficiency is to be achieved. 


Question No. 5 
The question was generally well answered. 
Candidates had little difficulty in giving the six methods of expense distribu 
quoted in most textbooks, viz.: , 
As a percentage of material cost. 
As a percentage of prime cost. 
As a percentage ‘of labour cost. 
The labour hour rate. 
. The machine hour rate. 
6. Rate per unit of product. 
A number of candidates omitted the unit of product method and improvised 
invoking a combination of any of the preceding five methods. 
Only one candidate quoted the market or sales value method as used in 
products. 
In some answers a lack cf appreciation of the advantage of the labour how 
over the labour cost method was indicated. 


Ouestion No. 6 

Answers to this question indicated that economic considerations and the ¢ 
thereto are not adequately understood by candidates. 

Whilst the question depended upon the knowledge of Clark’s “Incidence of @ 
head Costs,” it could quite easily have been answered had the significance of econd 
functions been understood. It is not surprising, therefore, that the percentage 
those who passed in this question was comparatively low. The incidence 
Economics in Cost Accountancy is too important to be overlooked and students a 
with advantage, pay more attention to this phase. 
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